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AIRCRAFT ENGINES PRODUCTION COSTS AND PROFITS 


THURSDAY, JULY 18, 1957 


House or Representatives, 
ComMMITTEE ON ARMED SERVICES, 
SUBCOMMITTEE FOR SPECIAL INVESTIGATIONS, 
Washington, D.C. 

The subcommittee met at 10 a. m., Hon. F. Edward Hébert, chair- 
man of the subcommittee, presiding with the following members pres- 
ent: Messrs. Rivers, Gavin, Cunningham, Miller, Bates, and Osmers. 

Mr. Hiperr. The committee will be in order. 

Members of the committee, as you know, this subcommittee has been 
assigned the duty of studyi figures on cost of production and 
the profit being realized on iiommaad contracts for the _ eee 
of aircraft engmes (both reciprocating and jet) which find their way 
into the inventory of the Air Sone and the Navy. 

Fifteen questionnaires have been addressed to the principal pro- 
ducers. Each has responded to the requests of the subcommittee for 
specific information. 

For the assistance of the members, those responses have been assem- 
bled in a committee document, which is Subcommittee commen 
4, and commences with page 701 of the subcommittee’s 
for this session. This document is in the hands of the su ittee 
and other authorized personnel. Informal discussions have been had 
with many of the companies, at their request, to discuss material pre- 
tae to eliminate any possible misunderstanding as to what was 

uired. 
he questionnaire of the subcommittee was broken into two parts; 
specific questions relating directly to Government. contracts an gen: 
eral questions relating to the business of the company as a whole. The 
purpose of the latter was, of course, to determine what influence its 
relationship with the Government had upon the financial position of 
the company. Some part of this becomes important because of the 
large amount of Government capital advanced in the form of tools and 
lants. That, however, is only one facet of that particular subject. 
he Government capital must likewise be viewed in the light of the 
returns achieved by private capital when used with Government 
investment. 

For the sake of emphasis, I want to again repeat the previous para- 
graph which I just read, and as we develop the hearing it will become 
a eto why I repeat it. 

he questionnaire of the subcommittee was broken into two parts; 
specific questions relating directly to Government contracts—-and I 
again emphasize the second half of that sentence—and general ques- 
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tions relating to the business of the company as a whole. The pur- 
pose of the latter was, of course, to determine what influence its rela- 
tionship with the Government had upon the financial position of the 
company. 

In proceeding with this inquiry, we will follow the format estab- 
lished in the questionnaire in developing items of cost, and in deter- 
mining from those figures the rate of profit being achieved. 

I want to make it clear, at the beginning, that this inquiry is not in 
any sense a punitive or a fishing expedition. It is intended to as- 
certain the relationship between Government and contractor and to 
review the contracting procedures of the Government for the purpose 
of ascertaining the facts upon which-an opinion may be formed as to 
the soundness of the program. 

I want to emphasize, also, that the committee has no preconceived 
opinions on the subject, but will painstakingly review the evidence 
for the purpose of forming its conclusions for the information of the 
Congress and the public. The contracts about which we will inquire 
are production contracts in varying quantities for reciprocating and 
jet engines. We have taken cognizance of research and development 
contracts, also. But it is production contracts with which we are 
directly concerned in a consideration of cost and profits in the con- 
ventional sense. 

I want to say, too, that there is no significance whatsoever in the 
order of appearance of the companies selected to present this subject. 
There are 15 companies—one must be first and another must be last. 
It was our thought, however, those companies having the largest 
number of contracts and where the greatest amount of Government 
money is involved should properly receive the first attention of the 
subcommittee. 

I ask your patience and understanding of the purpose of the sub- 
committee and of what may be the labor of going through this finan- 
cial data, which, I assure you, is very tedious. 

We shall follow the procedure which we have employed in previous 
hearings of this general nature. Counsel for the subcommittee will 
open the questioning for the purpose of laying open the contents of 
the questionnaires and other pertinent data for the information of 
the committee as a preliminary to questions that may be asked by 
the members. 

Elaborating and supplementing the last statement, the last para- 
graph, the Chair wishes to ask the cooperation of the members of the 
subcommittee in connection with the conduct of the inquiry of the 
witness. The committee will recall that during the last session, in 
the so-called airframe-industry hearing, we conducted morning and 
afternoon hearings for several weeks. The procedure was accepted 
both by the Department and industry as a fair and adequate manner 
of conduct. The Chair shall attempt to conduct this hearing in the 
same manner. 

Following the statement of each individual witness representing 
each particular company, during which time the witness will be 
allowed to present any testimony he desires, elaborate or supplement 
any statement he cares to make and discuss his position to his full 
satisfaction—after the witness has finished, Mr. John Courtney, the 
counsel for the committee, will then make his inquiries. After which 
the chairman shall recognize the members of the committee, alternat- 
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ing between the majority and the minority Representatives, as usual. 

Until the witness has concluded his testimony and until Mr. Court- 
ney has finished his examination, the Chair will not recognize any 
member of the subcommittee for any questions, in order that we might 
-expedite the hearing. 

As to the length of the hearings, we shall attempt to conclude as 
quickly as possible. We shall have hearings every morning at 10 
o’clock, with the exception of Saturday and Sunday, until concluded, 
and whenever possible, that the business of the House allows us to 
meet, or that we are able to obtain permission to meet, we shall meet 
in the afternoons at 2 o’clock. 

The afternoon sessions, however, are not positive at this time, but 
the morning sessions are. 

Mr. Courtney, your first witness. 

Mr. Courtney. Mr. Chairman, as a preliminary, I should like to 
introduce into the record and make available for discussion. and in- 
quiry pages 705 to 1224 of the Subcommittee Proceedings No. 4, under 
date of July 8, 1957. 

Mr. Chairman, those pages contain the responses of the Curtiss- 
Wright—Wright aeronautical division of Curtiss-Wright Corp., to 
the subcommittee’s questionnaire. The questionnaire is reproduced in 
whole in the beginning of the print, on page numbered 701. 

Mr. Chairman, the Curtiss-Wright Cor . representatives are here. 
Reading in order from left to right as they ace you, we have Mr. 
Edmund P. Aldous, administrative assistant to the comptroller. of 
the Wright aeronautical division, Curtiss-Wright. 

Mr. Nicholas Dykstra, vice president; Mr. George R. Hill, vice 
president for finance; and Mr. Roy T. Hurley, chairman of the board 
and president. 

Now, Mr. Chairman, Mr. Hurley has a prepared statement which 
covers the general subjects raised in the questionnaire. You may 
proceed in order, Mr. Hurley. 


STATEMENT OF ROY T. HURLEY, CHAIRMAN OF THE BOARD AND 
PRESIDENT, WRIGHT AERONAUTICAL DIVISION, CURTISS- 
WRIGHT CORP., NICHOLAS DYKSTRA, VICE PRESIDENT, GEORGE 
R. HILL, VICE PRESIDENT FOR FINANCE; AND EDMUND P. 
ALDOUS, ADMINISTRATIVE ASSISTANT TO THE COMPTROLLER 


Mr. Hurtey. Thank you. 

We have presented to the Subcommitte for Special Investigations 
the data concerning our military aircraft engine business. It is a 
long report, approximately 500 pages. 

In reviewing this data for Curtiss-Wright, I ask that we keep in 
mind that over 65 percent of Curtiss-Wright’s earnings is now coming 
from nondefense business. 

Military aircraft engine business has not been too satisfactory for 
Curtiss-Wright, principally for two reasons. 

1. It is a feast or famine production with major upsets periodically 
for both the employee—— 

Mr. Héserr. Mr. Hurley, may I interrupt you? You perhaps 


have copies of the statement you are reading for benefit of the members 
of the committee? 
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Mr. Foco. We distributed that. 

Mr. Gavin. He has a statement he is reading. 

Mr. Fogo. Isn’t it in here? 

Mr. Hurry. Yes, sir. 

Mr. Courtney. It is in the printed booklet in front of the members. 

Mr. Héserr. Wait a minute. Where is it? 

Oh, I see, this is done im the best Madison Avenue style. I just got 
confused there. 

All right, Mr. Hurley. 

Mr. Hurry. All right. No. 2, procurement regulations tend to 
eliminate competition, create vested interests, and retard engine 
development. 

Chart A shows the experience of Wright aeronautical division in 
expanding their military engine production for the period from 1940 
to date. 

(Chart A follows :) 
Cuart A 


WRIGHT AERONAUTICAL ENGINE DIVISION 


MONTHLY SHIPMENTS 
=" 1940 - 1957 


ret 
BP <K 
‘AO ‘41 42 ‘43 ‘44 45 ‘46 “47 “48 “49 ‘50 ‘51 ‘52 ‘53 ‘54 ‘55 ‘56 ‘57 


Mr. Huriey. Mr. Chairman, I came from the automobile business 
to Curtiss-Wright, and in Detroit I had heard many stories about the 
great production of engines by the automobile industry and the r 

roduction record of the aircraft companies. So the first thing Paid 
in coming to Curtiss-Wright was to make this plot. It discloses that 
the aircraft companies did the big part of the job. 

It also discloses this dropoff that the aircraft company was subjected 
to in a period in which about 18 of every 20 employees had to be 
discharged. In taking over in 1949, I made a personal commitment 
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to the employees of the company that we would expand our commercial 
business and we would try to avoid getting in this spot again. 

Here we come into the iemiin episode, when we expand again. And 

ain you will see that the aircraft company has to carry the brunt of 
the load and the licensees a small part of the load. 

The company, after a period of austerity, is expected to expand 
rapidly and license its products to nonaviation engine companies, who 
remain in the business to compete under conditions that penalize the 
aircraft engine builder. 

Chart B compares the production expansion of 14 aircraft companies 
and a major automobile company for the period from 1935 to 1954. 
You will note the uniform increase in shipments for the automobile 
manufacturers and the feast and famine experience of the 


companies. 
(Chart B follows :) 
Onart B 
CURTISS-WRIGHT CORPORATION 


BILLION § SHIPMENTS 


AN AUTOMOBILE 
MANUFACTURER come 


14 AIRCRAFT 
COMPANIES 





Mr. Hurury. Now this is one of the studies I made when I went 
there. Here is an automobile company. The war comes along and 
they expand, maybe twice. And they continue expanding. Here 
are the aircraft companies expanding from here to here, maybe 15 
or 16 times. 

Now if you ask the steel industry or the oil industry or the copper 
industry to make that expansion, it will create quite a problem. You 
will note that they go back down again, to almost this level. 

If you will keep the difference between these two shipments in mind, 
I would like to show you the other elements of that business. Here is 


a profit. On a small volume of business the automobile company is 
allowed a larger profit. 
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(Chart C follows:) 





OnaART OC 
CURTISS-WRIGHT CORPORATION 


MILLION $ NET PROFIT 
1,000 


AN AUTOMOBILE , 
MANUFACTURER 


14 AIRCRAFT 


COMPANIES = ENS 





Mr. Huriey. Next chart. 
On the smaller profit the aircraft industry is paying more taxes. 
(Chart D follows:) 

Cart D 


CURTISS-WRIGHT CORPORATION 


MILLIONS TAXES 


1,400 
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Mr. Huriey. And under depreciation, again ‘the automobile com- 
pany under procurement regulations enjoys almost double the depre- 
ciation allowed the aircraft companies, 

(Chart E follows :) ; 


CHarTt BD ii 
CURTISS-WRIGHT. CORPORATION 


MILLION $ DEPRECIATION 
300 : 


DEPRECIATION MUST BE. ALLOWED IN 
COST TO PROVIDE AND MAINTAIN 
250} PRODUCTION CAPACITY. = 

THE AIRCRAFT INDUSTRY HAS NOT 

BEEN AL weg ENT | DEI 
in [| CIATION TO ACQUIRE AND MAIt 
200 FF PRODUCTION CAPAC | Sires 





150 


100 


‘35 ‘40 ‘45 ‘50 ‘55 ‘60 


Mr. Gavin. Go a little slower now, so we can look at these charts. 

Mr. Hurzey, All right, sir. . 

I bring this out to make a comparison between the two, sir. The 
automobile company from my. point of view is an example of the 
American way of increasing our wealth, providing employment, rais- 
ing our standard of living, and building a strong industry. This same 
does not hold good, in my opinion, for the aircraft industry. 

Chart F shows the extent of allowable writeoffs granted through 
April 1951 by certificates of necessity for expansion of facilities for 
the defense emergency. The aircraft industry was granted certificates 
of necessity for only 65 percent of its investment despite limited post- 
emergency use while ore carriers were granted a 90-percent rate. 
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(Chart F follows:) 


CuarT F 


CURTISS-WRIGHT CORPORATION 


CERTIFICATES OF NECESSITY 
Allowable write-offs for accelerated depreciation on new plant facilities 





Mr. Hurry. We all know that the ore carrier and the automotive 

uipment and the freight cars are going to be used for 20 or 30 years. 

et here are the allowances they got for certificates. The aircraft 
industry got 65 percent. We all know what was allowed back there is 
already obsolete. 

Mr. Rivers. You are going to tell us the reason for that? 

Mr. Hurtey. Procurement regulations, is all 1 am blaming it on, 
sir. They are complex, involved, and you will find that you can move, 
and the thing doesn’t happen. We have certificates pending now for 
machine tools that we bought that will be obsolete in 2 or 3 years. 

Mr. Rivers. I recognize, Mr. Chairman, that you said the witness 
will first finish. But on those questions, I didn’t know whether it 
was the basic internal revenue statutes or they are the war powers 
of the President. 

Mr. Héserr. I think, Mr. Rivers, in order that the witness be al- 
lowed to continue, those questions should be asked after he finishes. 
He will have them then fully developed. Continue, Mr. Hurley. 

Mr. Houruey. Chart G is interesting and it demonstrates that the 
cost of the horsepower as purchased by the Government in a Curtiss- 
Wright J-65 aircraft engine is less than the cost of a horsepower as 
purchased in the commercial world. 
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(Chart G follows :) 


Cuart G 
CURTISS-WRIGHT CORPORATION 
AIRCRAFT HORSEPOWER 
COSTS LESS THAN OTHER FORMS OF HORSEPOWER 





$18 PER H.P. JET ENGINE 





$33 PER H.P. $14 PER H.P. 


Mr. Hurtey. This chart shows that the jet engine is $8 a horse- 
power. If you buy an outboard motor, you pay $14. If you buy an 
electric motor, you pay $16. If you buy a diesel engine, you pay $18. 

As a matter of interest, we put a water wheel at $33. It is the 
cheapest form of horsepower you can purchase, sir, with one excep- 
tion, and that is the Ford, Plymouth, and Chev rolet engines for those 
cars. 

Mr. Rivers. In that order? 

Mr. Huruey. No, sir; I don’t guarantee that. 

Mr. Héserr. Continue, Mr. Hurley. 

Mr. Hunter. The philosophy of the management of Cu rtiss-Wright 
Corp. is to improve quality, decrease costs, decrease prices, and in- 
crease profits wherever and whenever possible. A good example of 
this is the two blades for a jet engine im illustration H. The still 
blade costs $15. The blade from the new Curtiss-Wright Zephyr 
engine was $7. This blade has superior qualities and we have illus- 
trated one that has sustained substantial foreign object damage and 
still performed to satisfaction. 
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(Illustration H follows :) 


ILLUSTRATION H 





BLADE ; "me 


Mr. Huritny. The American taxpayer should not be encouraged to 
expect a tax reduction by a reduction in profits on military contracts. 
For Curtiss-Wright, such profits average about 334 percent of sales. 
Substantial savings can be made, however, by reducing the cost of 
product sold. For Curtiss-Wright this cost averages about 9614 per- 
cent of the price of the engine. <A 5-percent reduction of this amount 
would be a greater saving for the taxpayer than completely eliminat- 
ing all profits on military business. 

In the world of business and government today too much emphasis 
is being placed on profits and not enough on cost reduction. It is 
easy to talk about profits; it is a popular subject. But it does not 
require the work and know-how that goes into well planned cost re- 
duction programs such as we have at Curtiss-Wright. Too often in 
dealing with price redetermination and price renegotiation problems 
under our contracts with the Government we have been faced with 
what amounts to nothing more than profit cutting. 

The feast or famine scheduling and a 334 percent profit after 
taxes does not permit an aircraft engine manufacturer to develop the 
engines and accumulate the facilities necessary to meet the Govern- 
ment’s requirements and accomplish the desired cost reductions. 

Chart I illustrates the age of machine tools used by Curtiss-Wright 
to go into production for the Korean emergency which began in 1950. 
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(Chart I follows :) 
Cuaart I 


CURTISS-WRIGHT CORPORATION 


MOST W.A.D. MACHINE TOOLS FROM WORLD WAR II 











Ma 
1935 1940 1945 1950 1955 


YEAR OF MANUFACTURE 


PRE 
i925 (193 


Mr. Hurter. You will note that many of them are over 10 years of 
age and the new machine tools were made available after the emer- 
gency occurred and they were not all delivered until 4 years after 
the emergency occurred. This makes for high cost and it makes for 
long lead times. 

At the time of the Korean incident, Curtiss-Wright was a sub- 
contractor to General Electric for major engine components that were 
used in the North American F-86 fighters. Neither General Elec- 
tric nor Curtiss-Wright had sufficient facilities to provide the engines 
required. for these fighters and F-86 airplanes were on the ground in 
California without engines. Because of this shortage the Govern- 
ment compelled Curtiss-Wright to continue in the production of 
General Electric engine components for a year beyond the scheduled 
date as shown in chart J. 
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Cuarr J 
CURTISS-WRIGHT CORPORATION 


GENERAL ELECTRIC 1-47 MAJOR COMPONENTS PROGRAM ) 


ae IN CURTISS-WRIGHT PLANTS | 


2.5 
2.0 


1.5 






1.0 






W.A.D. ACTUAL 
AS REQUIRED 
SCHEDULE 11 BY AIR FORCE 
12-26-50 ~| ! 


JFMAMJJASOND) FMAMJJASONDIJFM 
1951 






0.5 





Mr. Hurtzy. We were scheduled to go down on one engine and 
come up on a new one at date and because of this shortage in the ma- 
chine tool problem, we were compelled to continue on for this rate. 

In the meantime the machine tools that were to go in the plant at 
this date were put in warehouses or distributed to other people and 
the production was a year late. ' 

I think the point we would like to make with this chart: Had the 
Korean incident been a major war, in my opinion, the aircraft indus- ) 
try would have been unable to supply the Government with the air- 
craft required, We are now returning to the position of having 70 
percent of military engine capacity in 1 company. Someday when 
an emergency again occurs, we will be unable to supply the engines 
needed and the engines will lack the progress that is the natural result 
of competition. 

A good example of the problems facing the military services and 
the contractor when the Government furnishes facilities is the bi 
extrusion press leased by the Government to Curtiss-Wright and lo- 
cated at our Buffalo plant. In September of 1949 the Chief of Pro- 
curement at Wright Field requested that we find a method of elimi- 
nating welding from steel propeller blades then being purchased by 
the Air Force. 

A few months later we succeeded in extruding a steel propeller 
blade without welding, with improved physical properties, and with 
promises of large cost reductions. We submitted a proposal to the 
Government which called for Curtiss-Wright Corp. to provide the 
press with its own funds if the Government would allow us to charge 
the costs incurred to the propeller blades being produced and delivered 
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to the Government. We were confident that the savings for the 
blades then on schedule would be sufficient to pay for the press in a 
short period of time and that thereafter the Government could con- 
tinue buying propeller blades of a superior quality at a lower cost. 

Under Government practices and regulations this could not be done 
and the Government decided to provide the press itself. We agreed 
to this and soon found ourselves enmeshed in the well-known lar 
press program with its delays, holdups, investigations, and reinvesti- 
gations, and requests for innumerable reports and conferences. 

We are still making reports. The net result was that under Govern- 
ment auspices we did not get the big press into operation until 1956— 
7 years after the program was started. The press is and will con- 
tinue to be a success. It will provide products the Defense Depart- 
ment must have and will save money, but the 7 years of preparation 
was an expensive and unhappy period for both Curtiss-Wright and 
the Government, 

It is recommended that the military branches of the Defense De- 
partment be given more freedom of action in the use of funds appro- 
priated for their use, but that they be held accountable for the end 
result of such use. The present system of numerous approvals in 
controlling the use of appropriated funds is cumbersome and wasteful. 

It is recommended that something be done to permit or encourage 
military contractors to provide their own facilities and to recognize 
the cost of such facilities in the price of the product. This will result 
in earlier delivery of the product and will provide a superior product 
ata lower cost. 

Chart K presents Curtiss-Wright’s investments in new facilities 
related to its profit from Government business. 

(Chart K follows :) 


CHart K 
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Mr. Huriey. Here is accumulated profit over the period of 1945 
to 1956. The blue line shows that all of this money plus has gone 
back into facilities. 

An example of Curtiss-Wright’s use of its profits to help the de- 
fense industry can be illustrated by the ultrasonic nondestructive 
testing equipment developed for use in quality control of rolled, 
formed, wrought, extruded and cast metals used by the military 
services in addition to commercial use. Such units are in use at 
United Aircraft, Wyman-Gordon, Douglas, Lockheed, Boeing, and 
many others. These ultrasonic devices improve the quality and reduce 
the cost of the product. 

Another example of Curtiss-Wright’s use of its profits—gentlemen, 
I recognize that Congressman Gavin’s district is the district in which 
part of this unit is located. 

Another example of Curtiss-Wright’s use of its profits is the Cur- 
tiss-Wright Research Center at Quehanna, Pa. Our Government has 
repeatedly stressed the need for helping distressed areas. Curtiss- 
Wright responded to this request by locating its research center at 
Quehanna. Charts L and M indicate the need for employment and 
income-producing industries in the area which has a population of 
230,100 people. There were 53,738 receiving surplus commodities 
to exist. However, there are only 3,354 of them on relief. There are 
6,950 of them unemployed. Forty-two percent of the homes in the 
area lack interior plumbing, interior heating plants, running water 
and so forth. 

The buying power per capita for Clearfield County, Pa., was 
$1,180, compared to Montgomery County, Dayton, Ohio, of $1,980. 
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Mr. Huriey. The clear recognition of this need by Government 
contracting agencies will improve the standard of living in such 
areas, will provide for further economic growth of the country as a 
whole, and will result in lower cost of production for the Govern- 
ment. 

Another example of Curtiss-Wright’s use of its profits is its re- 
_— to both public and Government requests for help in avoiding 
the failure or bankruptcy of Studebaker-Packard. e public in- 
terest in obtaining help is the fact that over a million citizens had 
invested their money in Studebaker-Packard cars, thousands of farm- 
ers and business men were depending on Studebaker-Packard trucks, 
3,000 small businesses in the United States depend on Studebaker- 
Packard, and the jobs of over 30,000 employees of Studebaker- 
Packard, its vendors and dealers depend upon the continuation of 
this company. 

From a defense point of view, I think it was important that the 
country not be faced with the bankruptcy of a large company. 

The Government’s interests lie in maintaining the production ca- 
pacity of the plant at Utica, Mich., with its 20-odd aviation engine 
test cells in which the Government has a large investment, and the 
plant at South Bend, Ind., in which the Government had a lar 
investment in aircraft engine test cells, its desire to maintain facili- 
ties for production of military trucks, its desire to maintain the 
source of supply for diesel engines for naval craft and its desire to 
maintain development and production of the Dart missile. 

Tn response to this public and Government apes Curtiss-Wright 
has invested $35 million of its own funds, and has been successful 
in meeting both the Government and public requirement for the 
successful continuation of Studebaker-Packard in the industry—for 
which, I feel, gentlemen, it should receive Government appreciation 
and cooperation. 

Chart N presents the relationship between Curtiss-Wright com- 
mercial and military profits. For the first half of 1957 Curtiss- 


Wright’s commercial profits accounted for over 65 percent of its 
earnings. 


aa 


eT 





AIRCRAFT \ENGINES 2383 


(Chart N follows :) 
Cragt N 
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Mr. Hurry. In closing I would suggest that we stop considering 
taxes as part of profit and consider them as part of the cost of doing 
business; that we modify procurement regulations to correct the 
situations outlined above, ‘nd eliminate some of the renegotiation and 
redetermination procedures with regard to profits on Goverment con- 
tracts. We recently appeared before the Renegotiation Board with 
regard to the years 1953 and 1954. This is the fourth time the Govern- 
ment has reviewed these profits with Curtiss-Wright and in presenting 
these profits to this committee of Congress today we are reviewing 
them for the fifth time. 

We endorse Congress policing the use of the taxpayers’ money which 
it has a ssamelael for defense purposes and trust that this presenta- 
tion will contribute to the committee’s work. 


Mr. Chairman, I have two other charts here that I would like to 
take a moment to present to you. This is what cost reduction did in 
one year: $107,049,000. It was the equivalent of 153 fighter | rewiny 
or 27 bombers, or maintaining 14,500 pilots, or training 1,000 o 


them. 
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Cuart O 
CURTISS-WRIGHT CORPORATION 


PRICE REDUCTION EFFECTED DURING 1955 
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Mr. Hurtzy. Now, I presented this chart publicly in many places 
and for some reason or other there must, be something wrong with this 
idea because there has been no recognition of it or no discussion of it, 

I have another chart here, sir, which shows the relationship between 


profit margin on sales and investment required for sales of industry 
in America. 
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Cuart P 
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Mr. Hurtey. The aircraft industry is here in “L”. It is down in 
the area occupied by these other companies. The chain store, the meat- 
penne company, and dairy products. The relationship between 

acilities and profits is in the area in American industry of those 
companies that take somebody else’s product and either merchandise 
them or process them. It is not in the area of the automobile company 
and the company that has to make something. 

As long as, in my opinion, the aircraft industry is on this end of this 
chart, its costs will be high and its lead times will be long. 

I have, Mr. Chairman, Mr. Dykstra and Mr. Hill who will be glad 
to give you specific and detailed statements on any of the figures 
and data we have submitted. 

Mr. Courtney. Mr. Chairman, the questions that I have are of a 
general nature, not necessarily related to the points you made in your 
statement, Mr. Hurley. Probably you may choose to answer them, or 
the other finance people. 

Mr. Hésert. One minute, John. 
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(Confers. ) 

Mr. Heserr. Mr. Courtney has no questions on the statement. Mem- 
bers of the committee—Mr. Rivers, you said you had to go? 

Mr. Rivers. I can come back. 

Mr. Héserr. I mean this is on the general statement now we want to 
question Mr. Hurley. 

Mr. Rivers. I would like to wait. 

Mr. Courtrnry. Mr. Chairman, I think I should like to make it,clear. 


to the members of the committee as well as to the witnesses that the 


questions I propose to ask relate to the subject matter that is contained 
in your questionnaire, or elucidation or amplification as the case may 
be. There are no questions of a general nature to ask you on your 
statement or the policy matters that were suggested in the course of 
your statement. 

Mr. Héerrr. All right, Mr. Rivers. On his statement, please. 

Mr. Rivers. Yes, Mr. Fiurley, I notice that you had—I want to com- 
pliment you on your statement. You seemed to be very restrained in 
your bitterness. There is no question about your being bitter about the 
way the airplane industry is treated in comparison with other indus- 
tries. You must have a great feeling on that subject. 

If you don’t, I got the wrong impression from your—— 

Mr. Hurter. Mr. Rivers, I am not bitter. I served in the Pentagon 


assa. deputy:to the Chief of Ordnance. on Procurement of Ordnance . 


Items. I am familiar with the military's problems in buying. 

I was also a consultant to Wright Field before I took on this job at 
Curtiss-Wright. I also investigated mobilization planning and mili- 
tary procurement for Secretary of Defense Forrestal. I spent a whole 
summer here on loan from the Ford Motor Co. 

I have some very definite feelings, sir. The United States has been 
good tome, I started in a New England plant at 37 cents an hour, and 
without the help and background that maybe others have, I have come 
to the top of a large company. 

I would like the country to remain as it is for my children and their 
grandchildren. But I see in the aircraft engine picture and the air- 
craft industry a failure to recognize these things that will reduce cost 
and will reduce lead time and that will enable us to successfully defend 
this country and to lead the world as far as the quality of the product 

oes. 
r Now that isa frustration, sir. There is nothing bitter about it. 

Mr. Rivers. It is bound to be bitterness, frustration or whatever you 
call it. You are frustrated, to be sure. Is that the result of the action 
of Congress in the taxing statutes? 

Mr. Hurteyr. No, sir. 

Mr. Rrvers. Is it the result of the redtape of the Government 
generally ? 

Mr. Hortey. It is, in my opinion, the result of very, very complex 
and very involved procurement regulations—documents that are in- 
numerous that have developed around us over a period of years. | 

Mr. Rivers. Do you think out-and-out competitive bidding, period, 
or changing the negotiation procedure—what is your suggestion to 
change that ? 

Mr. Hurury. You, sir, can’t get competitive bidding under the 
present procedure of the Government providing the facilities. I think 
you first have to let these companies get strong, just as this automobile 
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company got strong. As soon as they have the facilities, you can get 
competitive bidding and ya will get much lower prices. 

- Rivers. Now we have given the Government discretionary 
powers in that area in which you direct your animosity, it seems to 
me. That is my understanding, Mr, Courtney. 

Mr. Hur.zy. Well, look at my experience with een press, 

Mr. Rivers, That was strictly—that was inherent tape of the 
Department of Defense. 

ow I want to know in the area where we can be helpful to keeping 
the American concept of industry to survive in this time of regimen- 
tation and socialism and everything, that we are headed to all the 
time. 

Mr. Huruey. I think an overhaul of the procurement regulations 
are.the only way I know you can do it, sir. 

Mr. Rivers. Let me ask you as a matter of information: What auto- 
mobile company did you come from? 

Mr, Hurtey. Ford. 

Mr. Rivers, Ford ? 

Mr, Hurzey. Yes. 

Mr. Rivers. You now have controlling—does Curtiss-Wright now 
have control of Packard ? 

Mr. Huriey. We have an advisory management contract with them, 
sir. We took that for a purpose. If we merged the two companies 
initially, we would have been age + in the financial world and in 
the general world of two things. e, that we latched onto a very 
large tax advantage, and—it would take us 2 years to get the advan- 
tage and then we drop Studebaker-Packard after we had the tax 
advantage. Or that the Curtiss-Wright Co., which is earning money, 


would begin to lose money because Studebaker-Packard has histori- 
cally lost mone 


Mr. Rivers. Thereby benefiting taxwise. 

Mr. Hurtey. Therefore we took the more difficult way, but one that 
is better for Studebaker-Packard, and we said we are going to demon- 
strate that Studebaker-Packard will make money, itself, and then 
after we have proved that we will decide whether Studebaker- 
Packard should be merged. 

We have a management contract and we also have an option on 5 
million shares of the corporation. 

Mr. Rivers. Does the Diaiiler Corporation have the same sort of 
agreement ! 

Mr. Hurtey. No, sir. 

Mr. Rivers. They just bought stock. 

Mr. Huriey. We in Curtiss-Wright have been quite active in work- 
ing with overseas companies. The airplane has made the world rather 
small, Personally, I feel we should not look on them as foreigners, 
but. neighbors. We have contracts with English, French, German, 
and Italian companies, more than I believe anyone in the aircraft 
industry. The Daimler Benz Co. has some products and some ideas 
that we want in the United States. 

Mr. Rivers. That isa good company... 

Mr. Hurry. Yes, sir. We were in the process of bringing them in 
when they asked us to sell their automobiles. 

Mr. Rivers. I hope the time is not coming when we will only have 
three producers of automobiles in this country. 1 want to congrat- 
ulate you. 
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Mr. Chairman, I have to go. 

Mr. Héserr. Mr. Hurley, you may be seated. 

Mr. Hurtey. I would like to stand. : 

Mr. Hess. I would like to follow along on some of the questions Mr. 
Rivers has asked you with reference to this Packard-Studebaker deal, 
of Curtiss-Wright taking them over. I believe Curtiss-Wright, was 


‘given a Government contract, last July, was it not, for the overhaul 
of motors—the J-47? 


Mr. Hurtry. Yes, sir. 

an Hess. That was to be performed, I believe, in your Utica-Bend 
‘plant? 

7 Mr. Hurtxry. That is right. 

Mr. Hess. That was a Government facility, was it not, a Govern- 
ment-owned facility ? 

Mr. Huriry. No, sir. , 

Mr. Hess. It was not a Government-owned facility ? 

Mr. Hurtey. The plant belonged to Studebaker-Packard and we 
advanced them 10 years rent for the plant in order they might have 
cash to use in their automobile business. The test cells belong to 
the Government. 


Mr. Hess. I see. But Studebaker-Packard, then, has the contract 
for the overhaul ? 


Mr. Hurtey. No, Curtiss’ plant, in the plant it leased from Stude- 
baker-Packard. 


Mr. Hess. Oh, they use the plant from Studebaker-Packard? 

Mr. Hurtxy. That is right. 

Mr. Hess. On a 10-year basis? 

Mr. Hurury. Twelve. 

Mr. Hess. Twelve-year basis. Was your initial contract with the 
Government the result of bids or was it a contract that was entered 
into in a negotiated way ? 

Mr, Hurry. The contract, sir, for the work that was taken on as 
a result of that came as a result of my going to the Defense Depart- 
ment and saying, “We will be glad to undertake the maintenance of 
these plants that you want kept available for Government production, 
and we will be willing to undertake the bailing out of the difficulties 
that these various contracts are in, provided you will give us an indi- 
cation of the amount of business that you intend to put in these 
plants.” 

And among the business that was indicated to us as business that 
could be put in these plants, and would be put in, would be the over- 
haul of engines. We have taken on the job on a competitive basis. 
Mr. Dykstra can give you the specific details of this contract. 

Mr. Hzxss. On a competitive basis, you say was done? 

Mr. Hurtey. Yes, sir. We went in there to be completely competi- 
tive in the overhaul of engines. 

Mr. Hess. Were there bids asked for at that time when the Gov- 
ernment entered into the contract with you? 

Mr. Hourtey. I can’t answer that. 

Mr. Dyxstra. May I answer that? 

Mr. Hess. Yes. 

Mr. Dykstra. No. The initial contract was a negotiated type of 
contract. However, it was with the stipulation and understanding 
at that time that once the establishment was set up and the learning 
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itive basis. 

Mr, Hess. ‘When will that time be reached ? 

Mr, Dyxsrra.. The time is reached now.. We have virtually per- 
formed the production of the first.500 engines that were contracted 
for. 

Mr. Hess. You have overhauled the 500 engines? 

Mr. Dyxsrra. That is correct. The engines were overhauled 
exactly in accordance with contract schedule. We met every sched- 
ule that the Air Force required in their contract. “Wy 

Mr. Hess. Do you maintain a staff of design or production engi- 
neers there at that plant? 

Mr. Dyxsrra. Not for the purpose of the overhaul operation, but 
in the Utica-Bend Corp. there is a staff of engineers and production 
design people. 4 

Mr. Hess. Yes. _ 

Mr. Dykstra. We have many products in that corporation. .. The 
overhaul of jet engines is just one of the projects. 

Mr. Hess. Just.one of the projects. Are they all Government 
projects, Government. contracts, sir ? 

Mr. Dyxsrra. There is a small sprinkling of commercial business 
now being developed, but initially they were all Government con- 
tracts. 

Mr. Hess. Well, when you entered into this contract for the over- 
haul, was the plant closed at that time? 

Mr. Drxsrra. The plant was inoperative at the time. It was being 
used for storage. It was not a producing plant, except the test cells 
were available for immediate usage by minor modification. 

Mr, Hess. Did Curtiss-Wright put any money to rehabilitate the 

lant ? 
’ Mr. Dyxsrra. Yes; Curtiss-Wright and the Government. both ex- 
pended dollars with respect to—not rehabilitation, sir, but making 
the plant ready for the peculiarities of overhauling jet engines. 

Mr. Hess. Retooling ? 

Mr. Dyxsrra. Yes. The plant in itself is a modern plant. It was 
built for the production of jet aircraft engines during the Korean 
emergency. 

Mr. Hess. The same engine, I believe; was it not ? 

Mr. Dyxsrra. The same engine, yes. 

Mr. Hess. That was being overhauled ? 

Mr. Dyxsrra. Some of the Studebaker-Packard personnel were 
assigned to work with the engine as a result of their previous con- 
tracts. 

Mr. Hess. Had you ever done any overhaul on the J-47? 

Mr. Dyx«srra. No; not on the J-47; but our engine division, as Mr. 
Hurley mentioned earlier, made for quite a period of time the major 
components of the General Electric J-47 engine. 

Mr. Hurtey. The Studebaker-Packard people up there were very 
familiar with the J-47. They built the engine in the plant at De- 
troit and overhauled it. 

Mr. Dyxsrra. That is correct. 

Mr. Hurtry. May I say, the Government contracts in Studebaker- 
Packard were one of the most complex, mixed-up messes that I ever 
got in touch with, actually. For example, the Navy wanted diesel 


curve achieved, that from then on all pricing would be on a compet- 
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engines and they had craft for diesel ines and the Studebaker- 
Packard was not in position to deliver them and deliver the spare 
parts. There were engine components in default. We picked up 
contracts in being that were in default; contracts that were about to 
come into being. It was a very complex situation. It is all now on 
schedule and is all now competitive and will be competitive. 

Mr. Hess. When does the contract expire? 

Mr. Dyxsrra. The initial—— 

Mr. Hess. When will it be completed ? 

een The initial overhaul contract will be completed this 
mont 

Mr. Hess. That is for 500 motors? 

Mr. Dyxsrra. For 500 engines; that is correct. 

Mr. Hess. Is the Air Force asking for bids now? 

Mr. Dyxsrra. We are presently negotiating with the Air Force 
on the basis of a amenedh we have submitted. 

Mr. Hxss. You have submitted a proposal ? 

Mr. Dyrxsrra. We have submitted a bid proposal; yes. 

Mr. Hess. Has the Air Force advertised or are they proposing 
ee for bids or are they going to negotiate again with the various 

ants 
F Mr. Dyxsrra. I believe they are going to negotiate with the vari- 
ous suppliers who presently overhaul engines. But, however, such 
Be ge are obviously on a competitive basis. 

. Hess. Yes; I understand that. Do you happen to have the 
cost figures of the overhaul of these engines in the original contract ? 

Mr. Dyxsrra. Yes, if you will accept approximations? I don’t 
have exact figures. But the cost figures for the first 500 engines were 
high because the cost included the rearrangement costs and the start- 
up and set-up costs. 

The first-—— 

Mr. Gavix. Wait a minute. Before—Mr. Chairman, before he 
meen now. The figures you are submitting here would openly 

ring competitors into position to have any knowledge? 

Mr. Hurtey. Yes, sir. 

Mr. Gavin. Of what you are bidding on them. In that event, I 
don’t think the gentleman—— 

Mr. Hess. I am perfectly willing to withdraw the question, if the 
gentlemen feel it would in any way interfere with their business. 

Mr. Dyxsrra. Thank you, sir. 

Mr. Hésert. The witness is the one to make the decision. You 
may proceed. 

Mr. Courtney. Mr. Hurley answered the question, Mr. Chairman. 

Mr. Hésert. All right. 

Mr. Hess. Was this contract that was entered into with the Air 
Force one of the reasons for your entering into an agreement with 
Packard-Studebaker to help finance that company and bring them 
out of the doldrums? 

Mr. Hurury. Mr. Hess, a contract overhaul for 500 engines has 
very little influence in a man’s mind when he puts $35 million into 
rescuing a company that is losing $100 million a year. 

Mr. Hess. t haven't any idea, of course, what the contract 
amounted to, the amount of dollars for the contract. 
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Mr. Hurizy. Very few dollars, sir, and a very small margin of 
profit on it. 

It was a means of keeping employment in a distressed labor area 
and keeping part of an organization together to do a job. There 
were other contracts in the area, defense contracts also—the diesel 
engines, the Dart missile, and so forth. 

Mr. Hess. Studebaker-Packard held those contracts? 

Mr. Huruey. That is right, sir. They were in default and they 
didn’t have the funds to carry on with them, and the Government 
couldn’t get its costs, and the Government was faced with the prob- 
lem of getting other bids, getting new contractors started. The Gov- 
ernment saved a great deal of money by what went on up there, and 
I think we can demonstrate that to your satisfaction. 

Mr. Hess. I think that is all. 

Mr. Miter. You said in the rearrangement—I think you objected 
to the word “rehabilitation” of this plant—the Government put up 
some dollars and Curtiss-Wright put up some dollars. 

Mr. Dyxsrra. Yes, sir. 

Mr. Miiier. Well, what was the proportion of the money that was 

put up ? 
Mr. Dyxsrra, Roughly 80 to 20, 80 being Government. 

The recognition of that type of cost im the price of product is 
normal as far as that type of Air Force contracting is concerned. 

Mr. Mitirr. Now— 

Mr, Drxsrra. I haven’t completed my answer. 

Mr. Miter. Excuse me. 

Mr. Courrney. Mr. Dykstra is now on the record. Go ahead, 
Mr. Dykstra, 

Mr. Dyxstra. However, what Curtiss-Wright furnished was the 
plant facility in itself. And as Mr. Hurley earlier mentioned, pre- 
paid rental for a 12-year period. 

In addition to that, of course, the building of the organization 
and the utilization of facilities other than just rearrangement, that 
were already existent in Studebaker-Packard plants, which were pur- 
chased by the Utica-Bend Corp., were put inte operation as company 
investment. 

So there was capital investment as well as the expense of rearrange- 
ment of those facilities. 

Mr. Mixer. It was still Government money that we used, on about 
a 50-50 basis, then, Actually 80 percent cash to 20 percent. cash—— 

Mr. Dyxsrra. No, sir. Cashwise, that is not correct. Because 
Curtiss-Wright has paid the rental to Studebaker-Packard for those 
plants in advance. We have put into rentals and into Studebaker- 
Packard’s cash register $20 million. Now, the return on that invest- 
ment is not going to come out of 500 overhauled engines. It would 
take many, many thousands of engines to do that. 

Mr. Mriuer. Mr. Dykstra, it was to Curtiss-Wright’s interest to do 
that. You entered into a business arrangement. And you are in 
business to make a profit. But when you then asked the Government 
to match your own investment or to put up 80 percent of cash as 
against 20 percent cash, according to your own figures, you did that 
to help you make a profit. 
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Mr. Dykstra. I think we are confusing the word “investment” with 
the words “plant rearrangement.” Plant rearrangement and the 
shuffling or the putting in place of machine tools is a cost normally 
recognized by the Air Force under current regulations to any com- 
pany, not just Curtiss-Wright. 

Mr. Mitier. I appreciate that. And I can understand how you 
objected to the use of the word “rehabilitation.” You stressed this 
plant rearrangement, which sounds a great deal to me like splitting 
those fine hairs of bureaucracy that Mr. Hurley violently opposes here. 
So you fall into the same trap of getting caught in these things. 

I am quite sympathetic to what you are doing, that you are baling 
out another company that will prove very valuable to this company. 

I am also conscious of the fact that you are helping labor-distressed 
areas. But I wonder if in doing this you might not create some labor- 
distressed areas where some of this work is being done in other places 
by setting up a new agency to do some of this work. 

Mr. Dyxsrra. I don’t believe so, sir. I would like to cite the 
employment figures of Utica-Bend. As of last August, there were no 
employees, obviously. As of today, we have 4,275 yoo employed 
in the various activities of the corporation, a part of which is the jet 
overhaul contract, and in the areas in which Utica Bend is operating, 
namely, Utica, just outside of Detroit, and South Bend, the employees 
are as follows: There are 1,759 at Utica and 2,516 at South Bend. So 
we have created employment for those people, a total of 4,300. 

Mr. Hess. Would the gentleman from California yield there? 

Mr. Mixer. Yes. 

Mr. Hess. I might say by reason of giving this contract to Curtiss- 
Wright, they cut back a contract with General Electric and laid off 
800 people in another area. 

Mr. Murer. I was just going to tell this gentleman that in view of 
setting up this company that can do this type of work, the projected— 
for instance, at some governmental installations that are now employ- 
ing, one in particular, 7,000 men, is contemplated in the future to cut 
back to 3,000. 

Mr. Dykstra. May I comment on that? The requirements of the 
Air Force can’t be controlled, of course, by the contractor. As we 
understand it, there is a cutback on all overhaul of this particular 
engine, which does not result from Utica-Bend entering into the pic- 
ture. And, furthermore, if 800 employees were laid off as a result 
of the contract at Utica Bend, that is a bit amazing to me because we 
only employ 600 people to do that job. 

Mr. Miter. I don’t know anything about what is going to be laid 
off there. I say at another installation there will be certain people 
laid off as the result of the general cutback in this thing. 

a on But this, sir, is true in the entire defense program, is 
it not ? 

Mr. Mirirr. Certainly it is true of the entire defense program. 
But I question the interest of the Government. when this sort of thing 
is going to come about, investing its money for Curtiss-Wright to set 
up a new plan to be in competition with the plants that are already in 
operation. 


Which means just spreading the thing a little thinner throughout 
the country. 
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Mr. Dyxsrra. As I understand it in this particular instance, sir, 
there wasn’t any competition. There was only one commercial force. 
I believe the Air Force desired to interject competition with respect to 
the overhaul of thisengine. I think the result will be to the benefit of 
the Air Force ultimately. 

Mr. Hurtey. Mr. Chairman, may I add something to that? 

Mr. Mutter. You will do work for other than the Air Force. This 
engine is not used exclusively by the Air Force. 

Mr. Dykstra. Yes; it is. 

Mr. Héserr. It is. 

Mr. Dyxsrra. It is strictly a military engine. 

Mr. Miutzr. How about the Navy’ Doesn’t the Navy have this 
engine in their airplanes ¢ 

Mr. Dyxsrra. Very few of them. 

Mr. Miuter. Very few. 

The Navy does have them. They can have them. They are inter- 
changeable in certain areas. 

Mr. Héserr. Mr. Hurley, you desire to make a statement? 

Mr. Hurtry. My problem in connection with Studebaker-Packard 
was to find a way to save 30,000 jobs and to save 3,000 small businesses 
and to get a whole mass of Government contracts out of a difficulty 
that would be very expensive to the Government. We picked on here 
the smallest and the least important of them. But nevertheless it is a 
part of all of them. 

Mr. Mutter. I will yield the floor after my observation on that. I 
think it is very laudable that you do that. But I can’t consider it so 
laudable when you bail out this company with substantial aid from the 
Government, when perhaps it is goimg to reflect itself in other placas 
in other parts of the economy. 

So I think that that is very fine for you to do it, but I don’t think that 
other people, men perhaps 1,500 miles away from Utica, who are going 
to lose their jobs eventually as a result of this thing, can feel too kindly 
toward Curtiss-Wright, who in the final analysis profits from the deal 
and profits with the use of 80 percent of Government money. 

Mr. Gavin. I want to compliment Mr. Hurley on a very interestin 
and informative statement and also on this brochure and his charts an 
graphs, which were very nicely done. 

I want to ask Mr. Hurley: Are you operating in any other Govern- 
ment plants or facilities, in either Curtiss-Wright or Studebaker- 
Packard ? 

Mr. Hurry. We are operating at Santa Barbara, Calif., in our 
own plant, sir. The Government had a great many contracts with 
a company out there on Dart missile and some other things that were 
very important missile projects. The work was distributed to 20 or 
30 small buildings scattered all over. Security problems existed all 
through it. We went in and built a new plant complete. 

Mr. Gavin. At your own expense ? 

Mr. Hurry. At our own expense, in order to bail out the Dart 
missile and other contracts. And I can prove, sir, we saved the Gov- 
ernment a great deal of money. 

Mr. Gavin. On those particular facilities, that were previous to 
your building the plant, were they Government facilities? Were they 
Government-owned plants ? 

Mr. Hurtey. No, sir. 
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Mr. Dyxsrra. They were rented. 
Mr. Hurry. No, sir. 
re Gavin. You are not operating in any Government-owned prop- 
erty 
Mr. Hourteyr. No, sir. 
Mr. Gavin. Or was owned by the Government ? 
Mr. Hurtey. No, sir. 
Mr. Gavin. At the present time. 
Mr. Hurry. No, sir. 


Mr. Gavin. The only thing that the Government has invested at 
all ee this 35,000-pound press that you are talking about; is that 
right 

{r. Hurtey. It is a 12,000-ton press, Mr. Gavin. 

Mr. Gavin. What is it? What was the cost of that press? 

Mr. Hurtzy. The cost of that press and the equipment was $7 
million, sir. 

Mr. Gavin. Seven million dollars. What I am trying to get at: 
Any part of your business that you are operating in Government: 
owne ere or have any Government equipment to any great 
extent ! 

Mr. Hurury. We have the machine tools at Wright Aero. We have 
the press at Buffalo. And we have some odd machine tools in various 
plants of ours. But other than that, no. Government facilities are 
very limited in Curtiss-Wright. 

Our investment in facilities, Mr. Gavin, I believe is in the order of 
about 32 cents of our sales dollar, and I think it is within one cent 
of General Motors’ investments in facilities for its production. And 
if there is any company in the aviation industry that can’t be accused 
of using a lot of Government facilities, it is Curtiss-Wright. I think 
an investigation and comparison of all the companies will show that 
we are in good condition in that area. 

Government facilities, sir, as I indicated here, come too late and 
they cost too much, and I personally would prefer not to have them, 
if it could be arranged. 

Mr. Gavin. Then it is evidently, Mr. Chairman, an entirely different 
situation that you have in the aircraft industry where most of the 

lants and much of the equipment is Government-owned and either 
eased or small rentals paid. 

I was trying to ascertain whether or not the engine manufacturers 
were operating in Government-owned and Government-paid-for facili- 
ties. And it is evident that at least Curtiss-Wright—the first company 
here—haven’t been using Government-owned facilities or Govern- 
ment-owned equipment to any great extent. 

T also want to compliment you on deciding to locate that research 
laboratory at Quehanna. And I hope that some of the Air Force 
officials are here today. Because all of the facilities that are estab- 
lished by the Government in the aircraft industry are going into cer- 
tain areas of the United States. And I am glad to see that you had 
the courage to locate in Pennsylvania, where we have millions of acres 
of available land, where other sections of the country are constantly 
being cramped. They can’t find the locations. But still they will 
insist on putting them in. And here you have gone up into Pennsyl- 
vania, into an area where you can operate with some degree of free- 
dom without objection by local interests in the research and develop- 
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ment of jet engines. I am pleased that you had confidence to go into 
a virgin industrial area that could be used to a good advantage, where 
most of the facilities from the Defense Department are going into 
highly congested areas. 

o I was pleased to note that you are. Although, not to any great 
extent in my district, but in Pennsylvania where there is considerable 
acreage available to develop such organizations as you are, particularly 
on jet engines where it has become so objectionable to some parts 
of the country. 

I have no further questions. 

Mr. Huriey. Mr. Chairman. 

Mr. CunntncHam. Mr. Hurley, I am sorry, I did not hear all of 
your statement—excuse me. Go ahead. 

Mr. Hurury. May I add eas that that is pertinent to the 
question that was just brought up? You see this line here? That is 
a Curtiss-Wright engine that we want for commercial use, that we 
want to build in our plant, that we own, that is being built in a plant 
owned and paid for by the Government. So this thing cuts both 
ways. And that is a rather rough cut. 

Mr. Mirter. We would all like to see it cut back where it belongs. 

Mr. Hurtzy. We are building two new plants in California, sir. 

Mr. Mirer. May I ask you: Did I understand you to say that this 
big press at Buffalo cost $7 million? 

Mr. Hourteyr. Yes, sir. 

Mr. Murr. Only $7 million? I was under the impression they 
cost a great deal more than $7 million. I wanted to make sure that 
I heard you properly, to get it on the record, that you say it cost $7 
million. Is that correct? 

Mr. Hourtey. Yes, sir. 

Mr. Muzer. Thank you. 

Mr. Cunninenam. Mr. Hurley, I am sorry I didn’t hear the first 
part of your statement. Had I heard it I might not have seen any 
question. It may have been answered. 

In your opinion, if your company or some other company had not 
taken over or made an agreement of some kind with Studebaker- 
Packard, would not the Government have been in difficulty in having 
contracts fulfilled that it had placed with Studebaker-Packard ? 

Mr. Hurry. Yes, sir, it would have been difficult and it would 
have cost the Government a great deal more money to rearrange or 
to replace those contracts, 

Mr. Cunntncuam. Then, my next question is: Did you bail out 
Studebaker-Packard or did you bail out the Government? 

Mr. Hurtey. I think, sir, we bailed out both. 

Mr. Cunnineuam. Now my third question is: Did you not also bail 
out some labor that would otherwise have been out of employment 
had you or someone else not have gone to the rescue of Studebaker- 
Packard ? 

Mr. Hurtey. Mr. Cunningham, I worked 7 days and 7 nights a week 
for a period of time to find out how we could bail out Studebaker- 
Packard on the Government contracts with the least amount of upset 
to labor people, machines, Government investment. and Sendubeline 
Packard investment. 

94707578 
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Mr. Cunnincuam. Now, a reference has been made in the hearing 
so far as I understood it that the employees, the laboring man in one 
part of our Sere jobs as a result of what you did. 

My question is: Were more jobs saved somewhere else than were lost 
in that particular one place? 

Mr. eee It is my opinion that the number of 800 jobs that 
have been lost in the Cincinnati area—it is not a distressed area in m 
opinion. There are other jobs to be had there. Detroit and Sout 
Bend are both distressed areas, both recognized by the Labor Depart- 
ment and by the unions as being distressed areas. We had a problem 
of saving, as I said before, 30,000 jobs, plus 3,000 small businesses, with 
their employees. And how to do it sm do it best was a task that took 
about 6 months out of my life. 

Mr. CunninoHam. Thank you. 

Now I have one more, more or less of a statement, probably foreign 
to this committee’s issue so far. But as I see it, if these automobile 
companies that are on the ragged edge are permitted to go under, we 
will soon end up with 1 or 2 automobile companies having a com- 
plete monopoly, and that is the worst thing that could happen to the 
automobile industry, to the country, and to labor, and when that day 
comes, for the preservation of our children and their rights, I see no 
other way than for the Government to take over the automobile in- 
dustry, for their own good. I think you are doing a laudable thing. 

Mr. Osmers. Mr. Chairman, on page 25 of Mr. Hurley’s printed 
statement, it says: 


It is recommended that the military branches of the Defense Department be 
given more freedom of action in the use of funds appropriated for their use, 
but that they be held accountable for the end result of such use. 

Now, it seems to me, Mr. Chairman, that that statement or that 
recommendation runs almost exactly counter to recent recommenda- 
tions that have been made by this committee in connection with pro- 
curement. That is, we have said, in this committee, that it is in the 
interest of the Government to have a competitive bid procedure to 
limit the freedom of action of Government officials in procurement 
fields and to hold them accountable long before the end result. 

This committee has devoted itself here recently to some end results 
of negotiation procedures. Now, I would like to ask Mr. Hurley 
whether he is speaking only of the aircraft engine field when he makes 
that penoramnensiation or is he referring to merely all defense procure- 
ment ¢ 

Mr. Hvruey. Sir, we have had the experience of developing some- 
thing that would save a substantial sum of money. We had the ex- 
perience of my going, myself, to high ranking officers, and demon- 
strating to them that we could save this money, and being advised 
that they would give us the facilities to make the saving. Then we 
have had the experience of months and months and months going by 
when coordination and approvals upon approvals upon approvals 
were being obtained and the project was finally lost. 

I have had a man suggest to me in our organization, “I can do this 
to save money.” By the time we get through some of these approvals, 
so many months go by that when you go back to them and say, 
“Now we can do this,” and he will say, “I couldn’t wait for that, I 


did this.” And our other people lost interest in doing the things to 
save money. 
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I don’t think there is any conflict between what I recommend and 
what the committee recommends. But once you made up your mind 
to do something and if you have decided you are going to buy a 
particular engine or a particular airplane, I say get on with the buy- 
ing of it on a competitive basis and do the things you need to do to 

t low cost. But don’t coordinate it with—I don’t know, whether it 
is 50, 100, or 150, or 500 people, and have approval upon approval 
upon approval. Everybody gets discoura and disgusted. I am 
sure the committee is not in favor of what goes on. i 

Mr. Osmers. Admitting, Mr. Chairman, that there is a great deal 
to Mr. Hurley’s point, I also just want to say for the record right 
here and now that in connection with, for example, air conditioners, 
that when a very large corporatiton—I believe it was Boeing—I hope 
I am right on that, that they placed—— 

Mr. Courtney. Convair. 

Mr. Hésert. Convair. 

Mr. Osmers. Convair. They placed an order 3,000 miles away by 
mail, when to me it represented one of the most shameful disregards 
of the Government’s interest that I have ever seen, as to delivery, 
price, or in any other respect. 

Mr. Gavin. Just at that point, you say they placed an order with 
whom, do you recall ? 

Mr. Osmers. With some Richmond, Va., organization. 

Mr. Hess. Recony. 

Mr. Héperr. Recony. 

Mr. Gavin. We just recently had that investigation, Mr. Counsel. 
What is the result on that contract that he refers to that was placed 
with Convair by Recony ? 

Mr. Courtney. Well, the contract that the gentleman refers to, to 
anticipate the report of our investigator—the contract that you speak 
of was canceled for default in performance. There is a difference 
of opinion, of course, between the contractor and Convair as to the 
responsibility and as to liability and as to the facts. But the ulti- 
mate fact is that the contract has been canceled and the contract has 
now been placed with the complainant in the incident that you re- 
ferred to at a lower price than originally. 

Mr. Heésert. That is Keco? 

Mr. Courtney. Yes, sir. 

Mr. Osmers. Mr. Chairman, I don’t want to go into that investiga- 
tion again, but it is a natural thing for one to speculate what happens 
to the delivery schedule that Convair had with respect to that item 
if they canceled it after a long period of time and have now just 
placed it with some other firm. 

Now back to the matter of aircraft-engine procurement. Mention 
has been made here several times about the advantages and the dis- 
advantages of Curtiss-Wright going into Studebaker-Packard and 
whether that was a good thing for Studebaker-Packard, Curtiss- 
Wright, its employees and suppliers, and the country in general. 

While I think, Mr. Chairman, that it is a very wonderful thing to 
have a large business continue like that, sooner or later the Congress 
of the United States will have to decide whether the power and the 


resources and the gifts of the Government will be used to keep large 
corporations afloat. 
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We know thar a small-business man, if he is going under, he just 
goes under and his employees go under with him. 

Now, the broad question of whether the resources of this Govern- 
ment—and I am talking about taxpayer money—should be used to 
shore up businesses which through their own management have be- 
come weakened—certainly they Sed Government contracts. They 
can’t say they were frozen out. 

Now, whether a firm which no longer has been able to maintain a 
competitive pace in its industry, such as the automobile industry— 
whether that should be lifted up. Does that mean, too, that if Nash 
and Hudson needed help, we should keep them going and if then 
some other one of the remaining three should become in difficulties, 
whether we should again go into that, is a philosophical question that 
has been raised here, rather than answered. 

I would like to ask a question about the Studebaker-Packard 
situation. 

I understand that you got a contract to overhaul engines, 500 
engines, and that it is intended that the overhaul of these engines will 
be placed on a competitive basis; is that correct, Mr. Dykstra? 

Mr. Dyxstra. That is right. 

Mr. Osmers. And I believe you said that 80 percent of the funds to 
rearrange that plant for the performance of the overhaul came from 
the Government, is that correct ? 

Mr. Dyxsrra. As far as the type of cost ordinarily recognized by 
- = Force in prices; yes. The investment—I am sorry, Mr. 

urley. 

Sa hioetens How many dollars involved? Dollars involved and 
the rearrangement are small compared to the other dollars. 

Mr. Dyxstra. The dollars involved are small; yes. 

The ultimate price of the engine, which incorporates all of the dol- 
lars we have discussed here, will be in the $6,000 area. 

Mr. Osmers. Per engine? 

Mr. Dyxstra. Per engine. 

Mr. Osmers.. All right. Now, you are about to complete the con- 
tract. of the 500-engine overhaul, is that correct? 

Mr. Dyxstra. That is right. 

Mr. Osmers. And now negotiations are going on for additional 
contracts ? 

Mr. Dyxsrra. That is correct. 

Mr. Osmers. And I assume that these negotiations are going on 
with other companies, too? 

Mr. Dyxsrra. I would presume so, sir. 

Mr. Osmers. You would presume so, though I wouldn’t expect you 
to have knowledge of that. 

Now, how will a competitor, now that you have rearranged your 
plant with 80 percent Government money—how will a competitor be 
able to compete unless he, too, would have 80 percent Government 
money to prepare himself for the overhaul? 

Mr. Dyxsrra. I believe the only existing competitor has also in the 
original contracting for his work received the same considerations, 
contractwise. 

Mr. Osmers. This is the contract that has been referred to here 
before, that was originally with some other company, is that correct? 

Mr. Dyxstra. That is correct. 
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To my knowledge, the Air Force gave no more consideration to 
Utica Bend Corp. than to any other contractor with whom they are 
doing overhaul business. : 

We have knowledge in this respect, incidentally, sir, by virtue of 
maintaining an overhaul operation in Clifton, N. J., where we over- 
haul J-—65 jet engines. 4 ie 

The contracting with the Air Force, when that organization was 
established, was no different than that—than the type of contracting 
and the consideration with Utica Bend. 

Mr. Osmers. No; I am sure it wasn’t, except that because it involves 
a Studebaker-Packard facility I think it requires special attention. 

Mr. Dyrxsrra. Except it is not a Studebaker-Packard facility at 
this point. I must reiterate that Curtiss-Wright has invested, and 
paid in advance, the rental for a modern plant, which will produce 
an efficient operation. 

Mr. Osmers. But, Mr. Dykstra, wouldn’t _ say that the number 
of industrial organizations that would be able to pay 10 years’ rent 
in advance in cash would be rather limited ? 

Mr. Dyxstra. Perhaps. 

Mr. Osmers. Right. Let us say that we now have only two com- 

anies that are able to compete for the overhaul of these engines and 
th of them have been placed in that competitive position by Govern- 
ment money. You have had Government money—80 percent— 
whatever it was, however small the amount might be, and you say 
that so far as you know the competitior has also received Govern- 
ment money. 

Mr. Dyxsrra. Yes, sir. 

Mr. Osmers. All right. 

Now, I would like to ask Mr. Hurley a question in connection with 
the future of Studebaker-Packard. Do 1 understand, Mr. Hurley, 
that Studebaker-Packard intends to remain in the passenger auto- 
mobile business ? 

Mr. Hurtey. Yes, sir. 

Mr. Osmers. The latter experience of Studebaker-Packard or of 
that business was very, very unhappy. Do you hope to be able to 
change that situation ? 

Mr. Huruzy. Yes, sir. I would like to say, sir—I would like to 
make it clear that in my opinion the Government has not bailed out 
Studebaker-Packard. The industry is bailing it out. And it is 
money from a private source and not from the Government source. 

What we are doing in Studebaker-Packard: We are bringing into 
Studebaker-Packard a line of automotive products that are not so 
directly competitive with the Big Three. And on that basis, the 
company can succeed. 

We are bringing in some new devices, too, that are of importance 
to our Government, defensewise. One will be in this month, sir, 
and for our Government to pay for the development of that device— 
I think it might cost our Government $20 million. Our Govern- 
ment is going to get the first of those devices. And I don’t think it 
is costing them a dollar, is that correct ? 

Mr. Dyxsrra. That is right, sir. 

Mr. Hurry. And that is coming out of this deal. That is a 
rather important development. 
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There is a lot to this deal, sir, and it is a rather complex and in- 
volved one. As I pointed out there are a great mass of contracts 
in many areas, with almost all branches of Government. 

Mr. Osmers. Mr. Hurley, in your opinion, if all Government con- 
tracts were taken away—not taken away, but if they expired and 
were not renewed in any form, is your opinion that Studebaker- 
Packard could continue as a profitable manufacturing concern with- 
out any Government business? 

Mr. Hurtey. We took the Government contracts away from them, 
sir, because they could not do both. And we, Curtiss-Wright, took 
on the burden of bailing those contracts out. It will be a long time 
before we get that money back out of Government contracts. <A little 
arithmetic will show that to you. Yes, I am of the opinion that Stude- 
baker-Packard can succeed. In the month of June, the sales went up 
markedly for Studebaker-Packard products, in fact was running 
ahead of the rest of the industry. I see no reason for that company 
not succeeding. 

Mr. Osmers. I think it would be a very dramatic and a very fine 
thing for the economy if Studebaker-Packard can continue as the fine 
company it has been over the years, without the Government help. 

Mr. Hurtey. It has no Government business now, except a little 
work it has done as a subcontractor for Curtiss-Wright. 

Mr. Osmers. I have no further questions. 

Mr. Héserr. Mr. Osmers, I want to take this opportunity to agree 
with you in your very lucid opening comments. I think they express 
the opinion of a good many of us. 

Now, Mr. Hurley, I want to say this at this time, that you injected 
the Packard-Studebaker situation into this hearing in your own 
statement. 

Mr. Hurtey. Yes, sir. 

Mr. Hésert. Which I assure you I welcome, because if you hadn’t 
done it I am sure some members of the committee would have done it. 

Mr. Hurtey. Yes, sir. 

Mr. Hésert. Now let’s explore that situation a little bit more and 
get to what really happened and what are all the facts in the case. 

Mr. Dykstra, I understand that you say the Air Force wanted to 
broaden its base for the overhaul of engines? 

Mr. Dyxsrra. Yes, sir. 

Mr. Hésertr. The Air Force wanted to broaden its base for the over- 
haul of engines. 

Mr. Dyxstra. That is what we were informed. 

Mr. Hérerr. You were informed that. At that particular time, 
General Electric was overhauling the engines, there were 2 other bases, 
1 in Oklahoma. 

Mr. Hess. That is right. 

Mr. Hésert. And one in California. 

Mr. Dyxstra. Those were military bases, sir. 

Mr. Héperv. I don’t care whose bases they ave. The taxpayers are 
paying for it. They were sources of overhaul; weren’t they ? 

Mr. Dyxsrtra. I believe so, yes. 

Mr. Hépsert. They were. So they did have three. 

Mr. Dykstra. That is right. 
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Mr. Hésert. And they didn’t have enough work for the two Gov- 
ernment facilities, and yet you say the Air Force wanted to broaden 
its base? 

Mr. Dyxsrra. Yes; I said that. I would also like to state this, that 
the requirements as we understood them from the Air Force at the 
time the contracts were granted, were sufficient to provide work for 
those four installations. I doubt very much that the Air Force would 
have considered it otherwise. 

Now meanwhile, if the requirements have changed, that is some- 
thing over which we, of course, have no control. 

Mr. Héserr. Now, Mr. Dykstra, don’t you know that the facts are 
these, that the Air Force resisted to the utmost the giving of this 
contract to Curtiss-Wright ? 

Mr. Dykstra. No, sir; I do not. 

Mr. Héserr. You do not know that? 

Mr. Dyxsrra. No, sir. That was never represented to me by any- 
one in the Air Force. 

Mr. Hésert. All right, do you know that, Mr. eer 

Mr. Hurtey. No, sir. Mr. Chairman, I handled the negotiations 
with the Defense Department. I asked the Defense Department what 
business they had to go into these plants and if they would give me a 
list of the business they were going to put in these plants, I would 
determine as to whether or not I cond: keep the plants going and 

bail the situation out. We were given that: list. We were told 
what they were. The decision as to whether we got this kind of 
business or that kind of business—we had nothing to do with it. 
Whether they had this plant or another plant, we had nothing to do 
with. I merely asked, “What are you going to put in these plants and 
what can we count on if you give us this job?” and based on what 
they provided, we went ahead. 

Mr. Héserr. Then, bailing out Studebaker-Packard was not con- 
tingent at all on your obtaining defense contracts ? 

Mr. Hurry. It was contingent on our getting the volume of busi- 
ness they represented to us would go in those plants. Otherwise we 
could not have run the plants and otherwise we could not have em- 
ployed the people. 

Mr. Heserr. In other words, if the Government, the Department 
of Defense, had not given you defense contracts, you would not have 
taken over Studebaker-Packard ? 

Mr. Hurtey. I don’t say that, sir. 

Mr. Héperr. What do you say? 

Mr. Hurtey. There were two problems here. There were Defense 
contracts and there was the Studebaker-Packard problem. There was 
a military problem and there was a civilian problem. 

Mr. Hézerr. Now, Curtiss-Wright—— 

Mr. Hurtey. We might have come out with an altogether different 
situation if 

Mr. Héeerr, Curtiss-Wright is doing the overhauling, not Stude- 
baker-Packard ? 

Mr. Hurtey. That is right, sir. 

Mr. Hépert. Now, isn’t it also a fact that you got this contract 
for Curtiss-Wright only after you agreed to take over or to bail out 
Studebaker-Packard ? 
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Mr. Hurtey. The situation, Mr. Chairman, was as I outlined to 
you. I requested specifically the business that would be made avail- 
able to the various Studebaker-Packard plants and I said on that 
basis that I would then try to find a way of saving Studebaker- 
Packard and a way of getting the production the Government desired. 

Based on the statement that the business would go into these plants 
that the plants could deliver, we then went ahead and inv Cur- 
tiss-Wright money and we came up with this program. 

Mr. Hxpert. Based on the defense contracts? 

Mr. Hurtey. On the whole situation. 

Mr. Héserr. Supposing the Government had said you can’t have 
passa defense contracts, would you have taken Studebaker-Packard 
over 

Mr. Hurry. We would have most likely made some other deal or 
arrangements for the sale and delivery of the Mercedes-Benz prod- 
ucts in America. 

Mr. Hészerr. In order to get the record right, I want to read some- 
thing and ask for your comment. This is from the Wall Street 
Journal, issue May 16, 1956. It is headed “Wilson Studies Stude- 
baker-Packard for Possible Defense Work Orders.” [Reading :] 

Defense Secretary Wilson said he is taking a “special look’ at Studebaker- 


Packard Corp. with a view toward awarding the financially stricken company 
defense contracts. 


We noted Studebaker and Packard, before they were merged, October 1, 1954, 
each had prime contracts to supply war materials during World War II. He 
indicated the Defense Department did not want to lose a good source of military 
supplies. 


Mr. Wilson told his press conference this could be called maintaining a broad 
mobilization base or whatever you like. 


However, he said he did not favor taking contracts from one company that is 
doing good defense work and awarding them to another. 

I make the note there that he took it away—I think Mr. Wilson 
knows something about the automobile business, too, incidentally. He 
took it away, took this contract partially away from General Electric 
and gave it to Curtiss-Wright. 

Do you have any comment to make on that news item ? 

Mr. Hurtzy. Mr. Chairman, I know no way that you can run an 
automobile business that is losing $100 million by giving it defense 
contracts. I know of no way that you can charge the cost of an auto- 
mobile business that is losing money to Government contracts. So 
personally I see no relationship between the two. And whatever 
saasivahen Mr. Wilson or the Air Force or anybody else, I have no 
right to comment on. I have no right to speculate on that. All I 
know is that I looked at a business problem of contracts and work that 
had to be done, jobs that had to be saved, and came up with an admin- 
istrative decision that I think was a good one and it is proving to be a 
successful one and will save money for the Government and for stock- 
holders and all owners and everybody else. 

Mr. Héserr. But Curtiss-Wright did not get the overhaul engine 
contract until after it had taken Studebaker-Packard over; is that 
correct? Itis purely a matter of dates. 

Mr. Huruey. How could we, sir? 

Mr. Héserr. I am not asking you how you could. Iam asking you 
isn’t it a fact? 

Mr. Hurtzy. There is no way you could. There had to be assign- 
ment of contracts from Studebaker-Packard. There had to be as- 
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signment of contracts to the Government. It all had to come after. 
r. Hésert. But Curtiss-Wright overhaul was not a Studebaker- 
Packard contract. It was a General Electric contract and it was 
iven to Curtiss-Wright after Curtiss-Wright took over Studebaker- 
Pudeel: isn’t that correct ? 
Mr. Hurtey. Everything pertaining on this came after. 
Mr. Hésert. That is all 1 want. The record speaks for itself. 
Mr. Dyxsrra. There is no record of a General Electric assignment 
to Curtiss-Wright, that I am aware of. 
Mr. Hésert. They took it over from General Electric. 
Mr. Dyxsrra. That is not what we understood. We understood the 
requirements then existing called for another source. 
Mr. Héserr. All right. Now, I direct your attention to another 
article in the Wall Street Journal, issue of j anuary 1, 1956, captioned 


aoe of Curtiss-Wright Aid to Studebaker-Packard ‘Not Im- 
proved’.” 


Prospects for an agreement between Studebaker-Packard Corp. and Ourtiss- 
Wright Corp. “have not improved in the past 2 weeks of active negotiations,” 
sources close to the management of Curtiss-Wright said last night. 


That was not you. 


These sources said extension by Curtiss-Wright of financial aid to the hard- 
pressed automaker hinges mainly on granting of huge new defense contracts to 
Studebaker-Packard. Up to now, the auto company has had indications from 
Washington that it might get a $4 million Army— 


listen to this now— 

a $4 million Army truck-building contract. This is considered as only a drop in 
the bucket toward its real need for substantial aircraft or other defense con- 
tracts if it is to stay in business. 

Do you have any comment to make on that? 

Mr. Hurtey. Mr. Chairman, does that say sources close to Curtiss- 
Wright or Studebaker-Packard ? 

Mr. Hénert. “A source close to the management of Curtiss-Wright.” 

The Wall Street Journal is a pretty reputable newspaper in my 
opinion. 

7. Hurtey. That is completely erroneous, sir. I would be glad 
to face the man that wrote that article, under oath. There was no 
such statement made. 

Now, there was a contract for trucks in Studebaker-Packard that 
was about to go in default. They already had it. 

Mr. Héserr. For trucks? 

Mr. Hourtey. For trucks. 

Mr. Gavin. They had the contract. 

Mr. Huriey. And they had the contract. We have since rehabili- 
tated the whole situation and are delivering trucks that Studebaker- 
Packard could not. 

Mr. Hépert. I will ask you a little more thout that truck contract. 
I just wanted this to be in the record. Now you are under quotes. 
This is the New York Times, which is a reputable newspaper, I 
believe. The issue of August 9, 1956: 


STUDEBAKER PLAN—CuURTISS EXPANDS 


QuEHANNA, Pa., August 8.—The Curtiss-Wright Corp. has lifted to $200 mil- 
lion a year the amount of defense business that it plans to put into two leased 
plants of the cash-shy Studebaker-Packard Corp. 
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The article goes on to say that Roy T. Hurley, chairman and presi- 
dent of Curtiss-Wr ight— 


quashed reports that his company’s agreement to help rescue the automobile 
company hinged on promises of huge new defense contracts. 


It continues— 


He (Hurley) simply declared that there was no horse trading—that receipt 
of new defense contracts was never a quid pro quo on which conclusion of the 


arrangement depended. “I would be a first-class jackass to get myself in that 
position,” he said. 


Did you make that statement ? 


Mr. Hurtey. A lot of it, yes, sir. I repeat it here today. It wasa 
mere problem as to each contract, each plant, and each man’s job as 
to how you find a way to save the job or deliver the merchandise or 
do whatever is required. 

And if you look at the profits to this company, Curtiss-Wright, sir, 


on that volume of sales you will find it is a rather miserable return 
for the job that we are doing. 


Mr. Héserr. Now I understand 

Mr. Hurtey. It is not a generous reward of any kind. 

Mr. Héserr. I am impressed with your generosity, Mr. Hurley— : 
rather the generosity of the Curtiss-Wright Co. to help out. 

Now, Mr. Dykstra 

Mr. Gavin. I would say it is quite laudable, too. ' 

Mr. Heéserr. It is most laudable. I am terrifically impressed. 

They are losing money, doing it. 

Mr. Dykstra, did I understand you to say that the switching or 
the cutback in money value to Curtiss-Wright, due to rehaul of the ) 
engines, was nonconsequential, it was a mere bagatelle? 

Mr. Dyxsrra. I don’t know what you mean by cutback, sir. 

Mr. Héserr. I mean the cost to the Government of cutting back the 
General Electric contract and giving it to Curtiss-Wright after it 
acquired the Packard-Studebaker Corp., was nonconsequential in 
dollar value? 

Mr. Dyxsrra. Sir, I must state, again, that as far as my knowledge 
exists there was no cutback of a General Electric contract. 


Mr. Héserr. Call it whatever you want. You have a contract for 
500 motors, to overhaul ? 


Mr. Dyxstra. That is correct. 


Mr. Héserr. All right. In giving you that contract for the over- 
haul of 500 motors, the cost to the Government was a negligible 
amount. 

Mr. Dyxsrra. The entire contract will amount to approximately $3 
million. I say approximately because it has yet to be redetermined. 

Mr. Héserr. Mr. Dykstra, don’t you know as a matter of fact it 


costs the taxpayers $25 million to switch that contract, or part of it? 
Mr. Dyxsrra. No, I do not. 
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Mr. Gayry. What do you base your facts on, that statement, Mr. 
Chairman? Just an explanation of it. Tell us how it costs the tax- : 
payers $25 million. 


Mr. Hésert. I base that statement, Mr. Gavin, on information that ) 
I have from a souree——- 

Mr. Gavin. Give it to us. We want to know. You make a state- : 
ment that this cutback, in sending this engine business or taking this 
engine business from the General Electric to the Curtiss-Wright, has 
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cost we taxpayers—what did you say? How much of a contract 
was it? 

Mr. Dyxsrra. Three-odd million, sir. 

Mr. Gavin. Three million? 

Mr. Drxs7ra. Right. 

Mr. Gavin. It would cost—what ? 

Mr. Dyrxsrra. 25, the chairman said. 

Mr. Gavin. $25 million ? 

Mr. Héererr. I said it cost the taxpayers $25 million, and if Mr. 
Gavin will be very patient during the development of this testimony, 
he will find out exactly the figures—— 

Mr. Gavin. Well, I am always patient. But, nevertheless, when you 
make a very clear statement, 1 would like the facts right now. Let’s 
have it now. 

Mr. Héserr. I will give the facts in my own time, Mr. Gavin. Iam 
making the statement now. 

And in making the statement, I want to say this right now, em- 
phatically, that in my own opinion I absolve the Air Force completely 
of any participation in the loss of this money. 

The Air Force resisted—these are the facts in the case. And I am 
repeating them on reliable authority. Otherwise, I would not do it. 

The Defense Department ordered the Air Force to enter into this 
contract over its protests. 

Mr. Osmers. Mr. Chairman, what do you mean by a reliable author- 
ity? Would you mind stating the authority that gave you that infor- 
mation ? 

Mr. Hénerr. At this time I am not privileged to do so, Mr. Osmers. 
I hope to develop it later. 

Mr. Osmers. Well, I think it is very, very unfair to everyone, par- 
ticularly to the committee, to start talking like a tip sheet here. Who 
is the reliable authority that gave you the information ? 

Mr. Gavin. What are we, as part of the committee, if we can’t have 
the information as well as the chairman? 

Mr. Hurtey. Mr. Chairman, may I ask a question ? 

Mr. Gavin. Is it proper, whereby you are fortified with the infor- 
mation and the rest of the committee can’t have the information ? 

Mr. Hurtey. Mr. Chairman, may I ask? 

Mr. Héserr. Wait 1 minute. I willallow you, Mr. Hurley. I think 
the figures that can be produced under questioning from the Air Force 
will substantiate the figures that I have quoted. And as I again sug- 
gest, I shall develop this in my own way. And J assure the committee 
that without violating any confidences, which I do have and am in 
perme of, I will attempt to adduce the proper figures if I am al- 
owed to proceed in the way I want to proceed. 

Mr. Gavin. Well 

Mr. Héserr. Order. 

Mr. Gavin. Mr. Chairman, permit me—would the gentleman yield? 

Mr. Héserr. Not at this time. Let me finish what I am trying to 
say. I realize what I am saying better than anybody else. 

As a matter of fact, the whole proposition was thoroughly discussed 
and on a high level it was said that Studebaker-Packard could not 
be allowed to go out of business, that it could start perhaps a depres- 
sion chain and that something had to be done to save it. Now that 
is in the Department of Defense, or rather on the Cabinet level. 
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Mr. Gavin. Well, the rest of the committee don’t get on the Cabinet 
level, is that it, but you do? 

Mr. Hésert. And then—— 

Mr. Gavin. We are on the committee and we certainly ought to be 
entitled to it. 

Mr. Hess. In good time. 

Mr. Héserr. I will conduct myself in the way I desire. 

Mr. Gavin. I usually do, too. 

Mr. Héserr. That after this matter was thoroughly discussed in the 
Cabinet level, that Mr. Sprague, I think who was the defense coun- 
sel—what was his title, John? 

Mr. Courtney. Excuse me? 

Mr. Héperr. What was Sprague’s title? General Counsel? 

Mr. Courtney. General Counsel, I understand. 

Mr. Hzésertr. General Counsel of the Defense Department, con- 
ducted the whole negotiations, handled the entire matter, and the 
Department of the Air Force was compelled under those directions to 
enter into this particular phase of the contract. 

Now those are the facts as far as I know them, and I have every 
reason to believe they are accurate. And I intend to have the Air 
Force here to explain and to give us the dollar value of the cost of 
that contract, of switching from General Electric—or part of it, from 
General Electric to the Curtiss-Wright Corp. 

The figures will speak for themselves, Sunita it is $25 million of 
the taxpayers’ money or the admitted $3 million which Mr. Dykstra 
quotes. 

I agree with Mr. Osmers that it is something that is of a very 
serious nature, as to what we are going to do, in the Government 
bailing out big business and letting little business go to pot. 

Mr. Osmers. Mr. Chairman, in the line of the statement that you 
have made, I assume it is not your contention that the $3 million con- 
tract to overhaul engines bailed out Studebaker-Packard or put Cur- 
tiss-Wright on its feet, or something ? 

Mr. Héserr. No. It is just one of the many facets. I will develop 
1 or 2 other contracts as we go along. 

Mr. Mitier. Rearrangement. 

Mr. Hésert. Rearrangement. In other words, my information is 
that it cost $25 million to do it. It would not have cost them $25 
million if General Electric had been allowed to do the superlative job 
which it had been doing, and, incidentally, was—I forget the exact 
figures now, but were adding to the overhaul time of the motor, man 
times over again. They had done a magnificent job and had enoug 
work to keep them busy. And right in the midst of this, when Cur- 
tiss-Wright took over Studebaker-Packard, then this particular little 
drop in the bucket, if you will call it—— 

r. Osmers. Well, but wouldn’t you be the first to admit, Mr. 
Chairman, that there were a great many other factors in this particu- 
lar contract that has been mentioned here: (1) A depressed area, for 
example, and the advisability of having various sources for the 
Government, the possibility of making this particular line of business 
competitive, and other factors which have been mentioned. 

Mr. Hésert. Thatisright. I would be the first to admit it. 

Mr. Gavin. Would the gentleman yield? The gentleman makes 
the statement they are bailing out big business to the detriment of 
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small business. By any stretch of imagination, you wouldn’t call Gen- 
eral Electric small business, would you ? 

Mr. Héserr. I am not suggesting that General Electric is small 
business. 

Those are the facts as far as I know them, Mr. Dykstra. 

Mr. Hurley, you wanted to say something. 

Mr. Hurtey. Mr. Chairman, I don’t consider Studebaker-Packard 
a big business. They had a net worth that was very, very small when 
we took over the problem. ‘They were quite small business, and not 
big business. And there were a great many small businesses, venders, 
involved, and a great many small stockholders, and the numbers of 
small people involved in that situation ran well over a million. So 
I think to put the connotation of big business on Studebaker-Packard, 
sir—you are overlooking something. 

Mr. Héserr. Of course, that is your opinion, which you are entitled 
to. Other people would call Studebaker-Packard fairly big business. 
I want to ask you something else. Now, this contract that you refer- 
red to, concerning the military trucks that are being built at South 
Bend by Studebaker-Packard—what is that; a truck, complete truck ? 
Is that a complete automotive 

Mr. Hurtey. Assembled, complete truck. 

Mr. Hésertr. Complete truck? 

Mr. Hurtey. Yes. 

Mr. Héserr. Do you know the cost of that truck as compared to a 
similar truck on the commercial market? 

Mr. Huruey. I don’t believe there is any similar truck in the market. 

Mr. Héperr. I mean the engine itself; you know the general as- 
sembly. There is, naturally, no similarity. But I mean in the gen- 
eral overall picture of a truck compared to a commercial truck. 
Would you say that price is comparable to the same type of truck in 
the commercial field ? 

Mr. Hurtry. I don’t know of any truck that is comparable to it, sir. 

Mr. Héserr. You do not? 

Mr. Hourtey. No. 

Mr. Héperr. You do not know whether the cost of producing that 
particular truck is far in excess of what it would cost to produce a 
comparable truck for commercial purposes ? 

Mr. Huruey. Any truck seein to military specifications will 
cost a lot more than a truck produced to commercial specifications, or 
any aircraft engine or airplane, or any product, sir. 

Mr. Heperr. Yes. Anything that the military produces is going 
to cost a lot more than commercial; we know that. 

Mr. Hurtey. Because of the specifications and their requirements. 

Mr. Hésertr. That is right. Because, if it didn’t, we would be 
shocked. Now, I want to talk about the Dart, this antitank missile, 
that you have. Were any competitive bids solicited—I understand 
Studebaker-Packard had this prior to your acquisition, supervision 
of Studebaker-Packard. Do you know whether any competitive bids 
were given out on that particular contract ? 

Mr. Hurtey. I don’t think, sir, anybody could have bid competi- 
tively, tomy knowledge. I don’t know whether anyone did or did not. 
Because the knowledge that had made it a very successful missile lies 
in the hands of aerophysics, and the problem there, as we understood 
it, was to prevent a loss of time. We took the contract over and built 
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this new plant in order to make it possible for these men to carry on 
and complete that job. Whether or not there were competitive bids, 
I have no knowledge of that, sir. All I know is we took a problem on. 

Mr. Héserr. You took that particular problem on? 

Mr. Hurry. Yes. 

Mr. Hésert. You inherited that. 
or anything like that ? 

Mr. Hvrtey. Right. What we did was to, again, give Studebaker- 
Packard money—was to buy from them for cash the things that they 
had, the money they had put into it. We took over the inventories 
they had and paid them cash for it. We then put up our money to 
build the plant at Santa Barbara, Calif., to house the project, to get 
it underway and make up for lost time. 

Mr. Gavin. The Government didn’t put any money in that plant? 

Mr. Hurtey. No, sir. 

Mr. Héserr. That is not a depressed area, either, is it ? 

Mr. Hurtey. No, sir; it is not, but the men are there, and they are 
in the California area, and it was a problem of taking care of it in 
the area v.uere they were located and being able to get ; them to go to 
the spot they wanted, and the men, themselves, had selected Santa 
Barbara. They had, I think, entered into a contract for land, but 
Studebaker-Packard ran out of money and couldn’t provide the money 
to do it. We just took up the whole mess and completed it, right 
where it was. 

Mr. Héserr. That is all the questions I have. 

Mr. Courtney—any other member of the committee have any other 
questions ? 

Mr. Gavin. Mr. Chairman, in view of the fact that there is impor- 
tant legislation on the floor which will detain me this afternoon— 
you are not going to meet this afternoon ? 

Mr. Hesert. No. 

Mr. Courtney. No; not this afternoon. 
session. 

Mr. Gavin. Iw ould move we adjourn now. 

Mr. Hizert. We will recess until tomorrow morning at 10 o’clock. 

(Whereupon, at 11:47 p. m., the subcommittee adjourned to recon- 
vene at 10 a. m. the following day, Friday, July 19, 1957.) 


I mean it was not handed to you 


Not when the House is in 
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AIRCRAFT ENGINES PRODUCTION COSTS AND PROFITS 


FRIDAY, JULY 19, 1957 


House or REPRESENTATIVES, 
Com™MirrEee ON ARMED SERVICES, 
SUBCOMMITTEE FOR SPECIAL INVESTIGATIONS, 
Washington, D. C. 

The subcommittee met at 10 a. m., Hon. F. Edward Hébert, chair- 
man of the subcommittee, presiding, with the following members 
present: Messrs. Hess, Gavin, Rivers, Bates, Osmers, and Miller. 

Mr. Hénerr. The committee will be in order. 

The Chair wishes to make a statement at this time in connection 
with the procedure of the hearings. 

We anticipate having the hearings on this phase through Monday. 
The House meets an hour earlier today, which will give us only an 
hour this morning, which, obviously, cuts our time down. 

So the committee will meet tomorrow morning in order to close 
out the Curtiss-Wright presentation, because we don’t want to keep 
you people here any longer than necessary. We recognize the in- 

convenience to you, and we want to cooperate as much as possible 
to get you back to your respective homes. 

On Mond: ay, the committee will hear from the Air Force in con- 
nection with the matters discussed on yesterday. Because of a very 
important bill which will come before the full Committee on Armed 
Services, beginning on Wednesday, this hearing will be suspended 
until the following Monday. 

Mr. Courrney. Monday a week. 

Mr. Héserr. Monday a week, yes, when we will resume and hope 
to be able to move on through then. 

It is imperative that the full committee meet during the next week, 
on a very, very important bill, and we can’t have that conflict. 

I just wanted to make that statement for the witnesses, to keep 
the record straight. 

Now members of the committee, following yesterday’s, that is the 
recess of yesterday’s hearing, Mr. Hurley spoke to me about matters 
that had been developed, and took umbrage at some remarks or ob- 
servations which I had made, and seemed to indicate that the obser- 
vations or the remarks of the chairman reflected on him as an indi- 
vidual. I assured him that neither the chairman nor any member 
of this committee intends to reflect on any witness as an individual. 
Witnesses appearing before this committee, ee as far as the 
chairman is concerned, are merely people. I don’t care whether 
their name is Joe Doaks or Tom Smith or anybody else. They mean 
absolutely nothing to me personally or individually. I discussed the 
matter also with some individuals who were in the room at the time 
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and none of them got the same import from the questions that Mr. 
Hurley got. 

However, as has been the practice of the Chair and this committee 
during its entire existence, I want every witness to be thoroughly 
satisfied that he has had his day in court. And I want him to have 
every opportunity to say anything that he wants to say. No witness 
has been shut off here yet and no witness will be shut off. 

So with that explanation, Mr. Hurley, have you anything to say 
this morning? 

Mr. Hurtey. No, sir. 

Mr. Hésert. You have nothing to say ? 

Mr. Hurtey. Yes. 

‘ Mr. He&sert. You feel completely satisfied that you have had your 
ay 

Mr. Hurtey. Up to date, yes. 

Mr. Héserr. As of up to date you have been treated fairly? 

Mr. Hurtry. Yes, sir. 

Mr. Hesert. That is all. 

Mr. Osmers. Mr. Chairman—are you ready to start with the 
questioning ? 

Mr. Hésert. Yes, but I think Mr. Hess asked first. 

Mr. Hess. Mr. Chairman, in order to clarify a matter that was 
brought up yesterday, I would like to insert in the record at this 
point some correspondence which I have had with the Air Force. 

If you will permit me to read it—it will take a little time. I have 
four letters here. I would be glad to read it or insert it in the record. 

Mr. Hézert. Mr. Hess, what does this pertain to? 

Mr. Hess. This pertains to the cutback of the contract with General 
Electric for the overhaul of motors, at the General Electric plant at 
Evendale, Ohio, and the awarding of a contract to Curtiss-Wright. 

Mr. Héserr. Well, the Chair understands that the correspondence 
that you refer to is the correspondence connected with the subject 
matter which we were discussing yesterday ? 

Mr. Hess. Correct. 

Mr. Héserr. Your request is to read into the record that exchange 
of correspondence from its origination to its latest development ? 

Mr. Hess. To a letter which I received yesterday from the Air 
Force. 

Mr. Héserr. You may proceed. 

Mr. Gavin. I think we should hear the correspondence. 

Mr. Hépert. You may proceed. 

Mr. Hess. First, let me insert this letter in the record which was 
dated May 1, 1957, addressed to the Honorable James H. Douglas, 
Secretary of the Air Force, Washington, D. C. 

Dear Mr. Secretary: While I was at my home in Cincinnati last week, I 
received many complaints about the Air Force cutback of a contract with 
General Electric at their plant in Evendale, Ohio, which is in my district. The 
eontract calls for repairs and overhaul of airplane motors—and the plant is 
well equipped to handle their contract. 

Many of the workmen who have been laid off called upon me to complain, and 
also the mayor of Evendale—whose letter to me I am enclosing because it gives 
some specific information on this subject. 

I want to protest this matter with all the strength I have, for the action taken 
is unfair to the community, to the company, and to the individual employees. 
It is certainly not right to start a contract such as this, and then cut it back 
in order to give work to another company—the Curtiss-Wright in this instance— 
which is not equipped as is General Electric to handle this overhaul contract. 
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I am fearful that favoritism is being played. in this particular case, and I 
would like all of the information the Air Force has as. to why a contract was 
given to Curtiss-Wright and taken away from General Electric. 

Please advise me as completely and as promptly as possible the circumstances 
in this matter, and what steps will be taken to correct the injustice to the people 
who have complained so bitterly, and with apparent good reason for their com- 
plaints. 

Kindly return the enclosed letter with your reply. 


This is a letter which was sent by me to the Secretary of the Air 
Force. 

On May 15, I received a reply from the Secretary of the Air Foree, 
James H: Douglas. I will read that. [Reading:] 


Dear Mr. Hess: This is in response to your letter of May 1, 1957, concerning 
a reduction in the number of J—47 engines to be overhauled by the General Elec- 
tric plant at Evendale, Ohio. It will also answer the letter which I understand 
you addressed to Col. R. L. Kelly of legislative liaison on April 26, 1957, on the 
same subject. 

The jet engine involved is the J-47 which is used principally in our B-47’s and 
F-86’s. At the beginning of fiscal year 1957 it appeared that the J-47 engine over- 
haul requirement would increase substantially during the fiscal year and that the 
increased rate would continue during fiscal year 1958. Prior to August 1956, 
all of the J-47 engine overhaul work had been accomplished by two Air Force 
depots and the General Electric piant at Evendale. The total number overhauled 
in fiscal year 1956 had been 6,631. The initial estimate of the fiscal year 1957 
overhaul requirement was 8,273, an increase of 1,642 over the previous fiscal year. 
On the basis of this estimate, it was decided that the Air Force should derive 
the benefit of competition and broadening of its production base by contracting 
with Utica-Bend Corp., for the overhaul of J-47 engines. The Utica-Bend plant, 
which is located in Utica, Mich., had previously been used for the manufacture 
of J-47 engines and contained Government-owned equipment, including test 
cells, that could be used in the overhaul work. 

The initial Air Force commitment to Utica-Bend Corp., was for the overhaul of 
500 engines during fiscal year 1957 with the expectation of maintaining an over- 
haul rate of 100 engines per month thereafter. In view of the Air Force’s esti- 
mate of its J-47 overhaul requirements, it was not expected that the contract 
with Utica-Bend would result in a reduced workload at the General Electric 
plant. 

Unfortunately, it is not possible to predict with certainty the Air Force's 
engine overhaul requirements. At the midpoint of fiscal year 1957, it appeared 
that the J-47 overhaul requirements for fiscal year 1957 would be increased to 
9,180. However, it became apparent later that the life expectancy of the J-47 
engine was increasing far more than had been anticipated. This would neces- 
sitate fewer engine changes during fiscal year 1957 and would result in the 
attainment of war reserve stock levels much sooner than had been expected. 
On the basis of this experience and other factors, the Air Force, on February 
1, 1957, found it necessary to revise downward its J-47 overhaul requirement 
for 1957 to 8,378 engines. This figure now appears to be firm. The same ex- 
perience has caused a radical recomputation of fiscal year 1958 requirements, 
and it now appears that the number of engines to be overhauled during the 
next fiscal year will not exceed 5,110. 

In the light of this development, the Air Force had no alternative but to pro- 
gram a reduced J-47 overhaul workload for its contractors and for the Air 
Force depots. Production under the initial contract with the Utica-Bend 
Corp. was stretched out, and contract negotiations have been commenced with 
General Electric to reduce the May and June schedule toward a level more 
consistent with workload projections for fiscal year 1958. Also, although a 
final decision has not yet been made concerning the amount of J-47 overhaul 
work to be performed by General Electric and Utica-Bend, respectively, during 
the next fiscal year, it now appears unlikely that General BHlectric’s overhaul 
rate will exceed 100 engines per month. 

The Air Force considers General Electric to be one of our most important 
manufacturers of jet engines. We particularly desire to see that company 
maintain its position in the engine overhaul field because overhaul experience 
is useful to a prime manufacturer in the improvement of components as well 
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as in designing future engines. At the same time, we believe that it is in the 
best interests of the Government that we preserve a competitive situation in this 
field. 

I regret I cannot provide you with more favorable information. 


(Signed) James H. Dovetas. 


In answer to that letter, I wrote another letter to the Secretary of 
the Air Force, under date of May 27,1957. [Reading:] 


Dear Mr. Secretary: I have read and reread your letter of May 15, 1957, 
in answer to my inquiry of April 26, 1957, as to why the overhaul contracts 
for the J-47 engines have been split up in the manner in which you have de- 
scribed in your letter. 

Let me recapitulate what I understand you to say: 

1. You stated that in fiscal year 1956, 6,631 engines were processed by 2 
Air Force depots and General Electric, the manufacturer of the engine. 

2. You stated that for fiscal year 1957 the projection was 8,273 overhauls 
(an increase over the previous year). 

8. You stated that it was decided that the Air Force should derive “the 
benefit of competition and broadening of its production base.” 

At what time was this decision made; and, more important, what was the 
cost in dollars of the decision awarding a contract, at a standby facility and 
to a manufacturer not engaged in production? 

4. You stated that on the basis of experience, on February 1, 1957, you had 
determined that the “projected requirements” for engine overhaul would have 
to be revised downward. 

5. You stated that the same experience led you to conclude that fiscal year 
1958 will require overhaul of only 5,110 motors. 

6. On page 129 of the hearings of the House Appropriations Committee for 
fiscal year 1958, Assistant Secretary Sharp in answer to a question by Mr. 
Serivner, stated that your estimate of overhaul time requirements had been 
increased for 100 hours between overhauls to 1,700 hours. Secretary Sharp 
attributed that to a suggestion made by members of the House Appropriations 
Committee that manufacturers overhaul their own engines, plus the adaptation 
of your own actuarial techniques and the fact that the manufacturer of these 
engines (General Electric) was doing the overhaul. That was in April 1957. 

It is difficult for me to believe that the experience information of the Air 
Force indicating that the 100-hour interval for overhaul had been increased to 
1,700 hours, which you say led to your decision, was not known, at least in 
part, until February 1957. 

This much seems certain to me on your own statements: After you entered 
into the contracts for fiscal year 1957 involving 6,631 motors, you must have 
developed information that the 100-hour span was too short. You certainly did 
not have a sudden showing between April 1956 and April 1957 that the span had 
increased to 1,700 hours. The finger must have been pointing in that direction 
all that time. 

You also knew that the J-47 is pointed to a phase-out. You knew that in 
1956 and you definitely knew it in 1957. 

Now will you tell me, with a diminishing number of overhauls and the phase- 
out of this engine facing you, by what logic or economic theory, it stood to the 
financial benefit of the taxpayers to divide that diminishing workload into 4 
instead of 3 parts? 

The simplest rule of business is this: The less the workload in a plant, the 
greater the cost per unit. Yet you are asking me to believe that it was sound 
business to broaden the base of overhaul sources by opening a brandnew source. 
To satisfy me on this score and to satisfy any taxpayer, you are going to have 
to answer these other questions: 

(a) What was the total cost of the overhaul of the 6,631 engines by separate 
source, giving the total for each source and the number of engines? 

(b) What costs have been incurred since that time under the four con- 
tracts, giving the number of motors overhauled and the total cost expended on 
each? When I ask for total costs, I mean every item of cost that has gone into 
operation of these four plants under these contracts. 

To compound your problem, you have not projected a workload of 100 engines 
for General Electric, the manufacturer’s plant, and another 100 at the Utica 
plant. On such a plan, you must know that the rate per unit will increase. 
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How do you justify that expense? What do you estimate the unit cost will be 
at General Electric and. at Utica? 

Unless you can show me that the rate per unit will decrease, this decision is 
most certainly not in the interest of economy nor of the taxpaying public. 

May I have the answers to my questions? 


Signed by me. 
In answer to that, there was delivered to my oflice yesterday by 


hand a letter under date of July 17, from the Secretary of the Air 
Force, signed James H. Douglas. [Reading :] 


Dear Mr. Hess: I regret having caused you the concern your May 27 letter 
indicated and will therefore broaden my previous explanation to answer your 
specific questions. Your recapitulation is accurate through the first five num- 
bered paragraphs of your letter. However, subsequent paragraphs require con- 
siderable discussion and explanation, 

Secretary Sharp’s comments reported on page 129 of the hearings of the House 
Appropriations Committee for fiscal Year 1958 referred to the increase from 
100 hours maximum allowable time between overhauls to the current 1,700 hours 
maximum allowable time between overhauls. “Maximum allowable time” is 
the time when engines are mandatorily removed for overhaul on the basis of 
parts wear, reliability and need for detailed inspections even though no apparent 
malfunction exists. Only a small percentage of engines reach this maximum 
time, since a majority are prematurely removed for internal failure, foreign 
object damage, over-temperature operation, etc. The 100 hours maximum allow- 
able time was established in 1950 and increased to the current 1,700 hours for 
the J-47-25 engines. 

“Maximum allowable time” is not a factor used in computation of re- 
quirements. Engine life expectancy (ELE) is the factor used in computing 
requirements and is calculated quarterly by actuarial methods for such purpose. 
This factor is well known to all echelons in the Air Force. The maximum 
allowable time and the engine life expectancy have both increased as a result 
of continued product improvement of the engine. 

The ELE is lower than maximum allowable time since the operating time of 
all engines removed and returned to overhaul enter into the calculations. The 
current ELE for the J-47—-25 engine used on the B—47 aircraft is 1,050 hours. 
Other models of the J—47 engine used in other type aircraft have current ELE’s 
varying between 150 to 650 hours. The revision of the ELE on the J-47-33 
(F-86D aircraft) in December 1956 increased such expectancy from 225 hours 
(established in January 1956) to 350 hours for third quarter, fiscal year 1957 
and fiscal year 1958 computations. The J-47-17 (F-86D aircraft) ELE in- 
creased from 225 to 300 hours during the same period. On the other hand the 
engine life expectancy of the J-47-25 model, used in B—47 aircraft, has re- 
mained constant since January 1956. 

Another aspect of the engine life expectancy factor is the wartime application. 
In the interest of economy it was determined that a more conservative procure- 
ment of engines could be effected by establishing the wartime ELE as 95 percent 
of the peacetime ELE instead of 85 percent used in previous programing. This 
policy change in February 1957 resulted in a significant reduction in the J-47 
overhaul requirements for fiscal year 1957. 

It is a fact that as early as 1956 we did expect that there would be an eventual 
phase-down in the J-47 inventory. This was taken into account in computing 
our engine overhaul requirements. However, notwithstanding this factor, it 
was recognized that a greater overhaul capacity would be required because of 
the introduction into the inventory of the J-57 and J-—79 engines which require 
more frequent and more complicated overhaul. The July 1956 decision to estab- 
lish Utica Bend was made to meet this increasing total overhaul workload to 
derive the benefits of competition and broadening the production base. 

It is important to realize that in June 1956 B-52, KC—135, F-101, and F-14100 
aircraft production was at a maximum, portending large-scale J-—57 engine over- 
haul at the USAF depots which also overhaul J-47 engines. At the same time 
the B—58, F—-104 and RF-104 production outlook indicated a buildup of General 
Klectric built J-79 engines. At that time, the requirement for J—-79 analytical 
overhaul to be accomplished at Geneeal Electric and increasing J-—57 overhaul 
to be accomplished at the depots, contributed to the justification for another 
J-47 facility to accomplish the workloads. Headquarters Air Materiel Com- 
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mand was authorized on July 10, 1956, to initiate action to establish Utica 
Bend at a facilitization cost of $1.3 million. 

Due to the January 1957 revision of the fiscal year 1957 force structure from 
137 wings to 128 wings, B-52 and KC—135 production was held at 15 aircraft 
per month; F—-100 production was stretched out and reduced; F-101B produc- 
tion was reduced; F-104 production was stretched out and reduced and the 
RF-104’s were deleted from the Air Force program. These changes reduced 
projected J-57 and J-—79 engine overhaul requirements, making available un- 
anticipated capacity in the depots for J-47 engine overhaul and reducing the 
anticipated workload for General Electric. 

Thus, our overhaul planning for support of anticipated utilization of J-47, 
J-57 and J—79 engines exceeded the requirements of the revised programs. This 
situation was accentuated by flying-hour program reductions and by decrease 
in the actual number of engine changes. 

The significance of all the factors described above, which had an impact on 
our requirements, became evident in early 1957, many months after the authori- 
zation of the Utica Bend facility and subsequent to the January 1957 com- 
pletion of the first engine overhauls by Utica Bend. As a result of the re- 
computations, the overhaul programs at the depots, as well as at the contractors’ 
facilities, will be reduced. 

The following engine overhaul cost figures are applicable to fiscal year 1956. 
Government-furnished direct material costs were a little more than $3,000 in 
each case and are not included in unit cost shown here. Air Force Contract 
AF 34(601)—2312 with General Electric included overhaul of 1,485 J—47-25 
engines at a cost of $8,654,035; unit cost $5,831. During the same period Okla- 
homa City air materiel area overhauled 1,570 of this model engine at a unit 
cost of approximately $2,500. This includes only maintenance direct and in- 
direct costs and cannot be compared directly with the more inclusive contractor 
costs. Cost of overhaul of J-47-13-17-33 engines at San Bernardino air ma- 
teriel area is approximately $2,000 per engine. 

For fiscal year 1957, the contracts with General Electric cover 3,657 engines 
at a target cost of $20,099,013; $5,496 per engine. This contract is redetermin- 
able, so these costs are not final. The unit cost for Oklahoma City air materiel 
area and San Bernardino air materiel area depots also applies to fiscal year 1957. 

For the initial quantity of 300 engines which Utica Bend will complete by July 
1957 the average cost for the first 100 engines is to be $15,046, for the next 100 
engines $7,700 and for the final 100 engines of the original obligation the price 
will be $6,874. These are target figures on a redeterminable contract and there- 
fore may vary at time of final settlement. 

Fiscal year 1958 price quotations have not been received from Utica Bend and 
General Hlectric; however, it is expected that quotations of General Electric 
and Utica Bend will be competitive at approximately $6,500 per engine, less 
Government-furnished parts. Headquarters, Air Materiel Command was ad- 
vised in April 1957 that follow-on fiscal year 1958 contracts will depend upon 
Utica Bend’s ability to attain a competitive position and provide satisfactory 
performance. 

It is believed that the basis for the decision to broaden the production base 
was sound at the time it was made. But, as I have outlined above, various 
circumstances have caused a reduction in the engine overhaul program and, 
consequently, the workload in the depots. 

Sincerely yours, 
JAMES H. DovuaGLas, 
Secretary of the Air Force. 

That is the end of the correspondence. 

Mr. Gavin. Mr. Chairman. 

Mr. Hésert. Mr. Gavin. 

Mr. Gavin. Evidently, from that correspondence, at the time the 
Air Force reached a decision relative to Utica Bend they were trying 
to bring a more competitive position into the industry. Later on, 
they found their workload was not going to be as great as they esti- 
mated or determined at the time they made the decision. 

Certainly they must have encouraged Studebaker-Packard to get 
into the line of business to bring about greater availability of plants 
and equipment to do these overhaul jobs. Naturally, I presume when 


a new organization starts, it is a renegotiated contract. The prices, 
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until they get into production, naturally would be higher than an 
organization that had been in the field and doing the work. 

Now the question is what do you want to do—confine all of it to 
General Electric? There are other plants that are entitled, in other 
sections of the country, that are just as important as the General 
Electric plant. 

I don’t see anything particularly wrong, from what I have heard 
here today, on the position of the Air Force. Because to change con- 
ditions, to change their a? change their plans and change 
their setups—these things happen. : 

From what I can observe, f feel that the position of the Air Force 
at the time they reached a decision evidently satisfied them. 

Now conditions have changed. However, they had entered into 
these contracts at the time and no doubt they will be renegotiated 
satisfactorily. 

Just the same as General Electric’s contract is going to be renegoti- 
ated. But the charge, or the allegation—the statement made yester- 
day by you, that this $3 million contract was going to cost the Gov- 
ernment $25 million. I don’t know. That sort of amazed me. 

I don’t know why Mr. Hurley hasn’t something to say about it. 
Now what do you have to say about the statement ? 

Mr. Hurry. Mr. Gavin, the $25 million came as a complete sur- 
prise to me. I could find no way that it could be applied to that con- 
tract. And I spoke to the chairman after the hearing yesterday and 
expressed myself so to him. 

y information is that actually when the first contracts were 
awarded to us, the Air Force increased the rate of production at the 
General Electric plant for a period of time. I may be misinformed 
on that. I haven’t the Air Force records. 

But the figures quoted by the Secretary in the letter, I think, Mr. 
Dykstra, are correct ? 

Mr. Dyxstra. Yes, sir. 

If I may comment, Mr. Hurley? The figures clearly show that 
the competitive position has been achieved. 

You must understand that at the time Utica Bend entered into the 
overhaul contract, to the best of my knowledge and belief General 
Electric was producing engines at the rate of 300 per month, whereas 
Utica Bend—— 

Mr. Gavin. You mean General Electric was overhauling? 

Mr. Dyxstra, Overhauling. 

Mr. Gavin. Yes. You said “producing.” 

Mr. Dyxstra. I am sorry, producing overhauls, or overhauling en- 
gines at the rate of 300 a month. Now that is what we were advised 
at the time. Utica Bend was requested to set up on the basis of 100 
overhauls per month, which—— 

Mr. Gavin. General Electric was having at the time that the Utica 
Bend contract was awarded—they were doing 300 overhauls a month 
and this Utica Bend was awarded 100 a month, is that correct? 

Mr. Dyxstra. That is my understand, sir. 

Mr. Gavin. Right. 

Mr. Drxstrra. Now with respect to the costs, Utica Bend contract 
amounted to only 500 engines, as versus the contract that the gentle- 
man cited for General Electric, which amounted to 1,485 engines. 

Mr. Gavin. Wait a minute. 
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The contract awarded to you was 500 and the contract awarded to 
General Electric was how many ? 

Mr. Dyxstra, As related by Mr. Hess, 1,485 engines, 

Mr. Gavin. O. K. 

Mr. Dyxsrra. That they were performing on. 

So consequently, their pricing undoubtedly was based upon that 
quantity, where as Utica Bend’s prices were based on the quantity 
of 500. 

Now had—this is speculation, but had we had the opportunity to bid 
on that same quantity and at that same production rate, there is no 
question about the fact that the figures would have been immediately 
competitive. 

But in the entire production, assuming that Utica Bend enjoys a 
follow-on contract, there is no question in my mind whatsoever that 
our prices will be competitive or better than General Electric. I 
think this arithmetic that has been cited here today is along those 
lines. 

I might state one more thing. 

We have been put in a very poor condition here to an extent be- 
cause as mentioned yesterday we are citing figures on a contract 
that has not yet been redetermined or even finished. 

Mr. Gavin, You mean your contract ? 

Mr. Dysrra. Yes, sir. 

Mr. Gavin. So you haven’t really determined actually what the 
comparative would be between General Electric or Utica Bend? 

Mr. Dyxstra. No, sir, and I will state right at this time, which 
destroys to an extent as you will appreciate our negotiating, that the 
first 100 engines as cited by Mr. Hess relative to the Utica Bend 
contract will not cost $15,000 per unit but will be a lesser amount 
due to the cost savings we have effected. 

I will not state that amount because I still have to negotiate this 
item with the Air Force. 

Mr. Gavin. Mr. Hurley, you have something to say ? 

Mr. Hurtery. Mr. Gavin, the unfortunate thing from my point of 
view was that the contract was tagged with a $25 million rearrange- 
ment charge. 

Mr. Gavin. Yes. 

Mr. Hurry. That was, I think, an unfortunate thing and it was 
something—there is no way we can tie to anything that we 

Mr. Gavin. The chairman said he will lead up to that Jater on, 
to prove or substantiate his contentions. So no doubt we will hear 
about that later. 

Mr. Osmers. Mr. Chairman, I am a little upset that we have taken 
half the time—I never knew these letters were so long, and they dealt 
entirely with Air Force questions, and I think they should have been 
read while we had Air Force witnesses present 

Mr. Héperr. We have had no Air Force witnesses. 

Mr. Osmers. I say they should have been held until we had. 

Mr. Hess. They are part of the record. 

Mr. Osmers. According to the title of this investigation, Mr. Chair- 
man, it is an investigation of aircraft engine production costs and 
profits. If we are going to go and investigate a contract out in 
Cincinnati, it is perfectly all right with me. 

However, could I inject a question or two back on the main subject, 
Mr. Chairman? 
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Mr. Hésertr. You may. 

Mr. Osmers. All right. 

Mr. Héeerr. One second. I want to make this comment, Mr. 
Osmers. 

Mr. Osmers. I wish you would. 

Mr. Hépnertr. Mr. Hurley injected this matter into these hearings. 
The committee did not. Mr. Hurley devoted an entire page of his 
orinted presentation to explaining how philanthropic the Curtiss- 

Vright people were in taking over Packard-Studebaker—or Stude- 
baker-Packard. The committee did not inject the matter into the 
hearing. It having been injected by Mr. Hurley, himself, it became 
a subject of discussion for the committee and will be a subject of dis- 
cussion until it is threshed out, in its entirety. 

Mr. Osmers. Oh, I think it is very properly a subject of discussion. 
But I don’t think we can hold four wiitnesses of a producer while the 
committee haggles over Air Force policy, when there are no Air Force 
witnesses before us to either substantiate or deny charges that are 
made, such as the one you made, yourself, last night, about a $25 
million figure from some reliable source. 

I don’t know what the source is yet and maybe we will hear about it. 

Now yesterday, if Ian get back to the subject matter, Mr. Hurley 
had a chart—do you still have those charts here, Mr. Hurley? 

Mr. Hurrry. Yes, sir; I do. 

Mr. Osmers. You had a chart which I do not see in your booklet 
on cost reduction. As this is something very vital to the investigation, 
I wonder if we could see that chart again, Mr. Chairman ? 

Mr. Hurtey. This chart here, sir [indicating]. 

(The above-mentioned chart is Chart O on p. 2384.) 

Mr. Osmers. Now, it is not clear in my mind exactly how the figure 
of $107,049,000 is developed. Would you give us that background 
again, Mr. Hurley ¢ 

Mr. Huriry. Mr. Osmers, we have a policy in Curtiss-Wright of a 
constant cost reduction of material, of labor, of overhead, of over- 
time—of all of the items of cost. It keeps an organization sharp and 
on its toes and it gets results. For example, last year material prices 
went up. I insisted—and I would be glad to provide it for the record— 
that we find ways of reducing material costs, in spite of the increase 
in material prices. 

We paid higher wages. I insisted that we find ways of utilizing 
labor more effectively, make the job a little easier, get the quality up 
and get. the cost down. 

The total of all of those reductions appear in this $107 million. It 
is not an easy job. And in order to dramatize it, we reduced it to 
fighter planes, and then bombers, and pilots, and so forth. 

I have another chart here that gives an indication of what that 
means directly in engines. We have, Mr. Osmers, maybe 500 sheets 
like that in Curtiss and Wright, or more. We keep them up con- 
stantly and we have for years. Here is the price of the engine, pounds 
of thrust, at $16. And here is the effect. of our cost reduction to ma- 
terial, labor, overhead, and so forth, overtime, power, and all of the 
things that go into it. 

We made a study, for example, of power in New Jersey, and we 
effected a saving of some $40,000 a year in power, with the Public 
Service Company of New Jersey. 
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This shows the difference in the increases of labor and material. 
But we still made that reduction. 

Now, the average of this, from $16 to $8 is about $4 a pound of 
thrust. And I would say in this period of time is a cost reduction of 
the order of maybe $160 million on engines and possibly another $30 
million or $40 million on spare parts. And it applies to jet engines 


only. 
(Chart Q follows:) 


CHART Q 


CURTISS-WRIGHT CORPORATION 


SELLING PRICE PER POUND OF THRUST 
J65 JET ENGINE 
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Mr. Hurry. Now, this is a very, very important subject, I think, 
to the committee and to the Government and to the taxpayer and 
everyone. 

Mr. Osmers. May I ask you this question, Mr. Hurley —— 

Mr. Hurtey. Yes, sir. 

Mr. Osmers. Though it may not be—you may not have the in- 
formation. Does that chart generally reflect the industry, other 
producers and manufacturers—do they have a corresponding reduc- 
tion in the selling price per pound of thrust? 

Hortey. I don’t have this chart for the reduction in cost of 
pound per thrust for other manufacturers. But we do have operating 
ratios that we can get from the public records. 

Mr. Osmenrs. Yes. 

Mr. Hourtry. And those records show us that Curtiss-Wright is 
leading in cost reduction. I am quite sure that we can establish that. 

Now, covering this data, we have, for example, here the Air Force 
challenge—may I have that? 

Mr. Dyxsrra. Yes. 

Mr. Huriry. The Air Force challenged whether or not we made 
that saving and we put together all this data and presented it to them 
and it was accepted. The net result was the $107 million came down 
to $105 million in that year. 
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Mr. Osmers. I see. 

Mr. Dyxsrra. Because of subsequent cancellations of some engines. 
Otherwise, the savings would have been effected but the engines were 
not produced to make the savings. 

Mr. Hurutey. Mr. Osmers, this is an important subject and it is one 
that you could spend days or weeks on. Because in order to get a 
cost reduction of this kind, you have to have labor on your side. 
I think we succeeded in doing that in New Jersey. 

Mr. Mitter. Would the gentleman yield ? 

Mr. Hurtey. You have to work with the material suppliers to find 
ways of getting costs down. 

Mr. Osmers. I would like to ask one more question and then I will 
yield my situation to the chairman. 

Is there any way in which the Government, primarily in which 
Congress, can encourage cost reduction in the hardware that it buys? 

Mr. Huruey. I think, sir—it was Mr. Rivers that raised the same 

uestion yesterday, if my memory serves me right, and I gave it con- 
siderable thought last night. I have come up with a suggestion that 
may be bold and may be out of order. It is a complex subject. It 
is one in which hundreds of millions of dollars can be saved. I would 
be glad to offer my services for a period of time as a consultant to 
present the data and present suggested changes in the procurement 
regulations that I am confident will result in savings in the industry 
running into hundreds of millions of dollars. 

Mr. Osmers. You do feel, though, Mr. Hurley, that the Govern- 
ment can save hundreds of millions of dollars on the buying of mili- 
tary hardware through improved procurement regulations? 

Mr. Huruey. Yes, sir. I am very sure of it. I have no doubt 
whatsoever about it. 

Mr. Osmers. That is all. 

Mr. Huruey. I am perfectly willing to demonstrate that it can be 
done. I am perfectly willing to cooperate in doing it. 

Mr. Osmers. That is all, Mr. Chairman. 

Mr. Miter. [ just wanted to clear up one thing that I am a little 
vague on. You showed on this chart a saving of $107 million. Then 
Mr. Dykstra said something that confused me. You said something 
about this was a projected saving if you had 

Mr. Dyxsrra. No, sir. 

Mr. Mruter. What was it you said about this being a projected 
saving? You got as far as to say if there were a certain number of 
engine cutbacks 

r. Dyxsrra. Mr. Hurley cited a figure of $107 million. 

Mr. Mier. $107,049,000. 

Mr. Dyxsrra. That is correct; and produced a document which 
verifies $105 million, by contract and contract items, and therefore 
products. The difference between the $107 million on the chart and 
the $105 million in the document is what I attempted to explain. 

Mr. Mirter. That is what I would like to have you explain. 

Mr. Dyxsrra. The difference results from the fact that subsequent 
to the reduction of costs, certain engines which the Air Force no 
longer requires were canceled. Therefore, it was not possible to make 
savings on a nonexistent product. 

Mr. Miter. Oh. 

Mr. Dyxstra. We are working on it, though. 
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Mr. Miter. This is an old, antiquated chart you have suown us? 

Mr. Dyxsrra. This is not an antiquated chart; no, sir. 

Mr. Murer. Then why doesn’t that chart show the true figure of 
$105 million ? 

Mr. Dyxsrra. It was a true figure and in all probabilities at this 
time the amount is greater. You must realize that there is a continu- 
ing production of engines. 

Mr. Mier. There is a question, then. That is what gets me 
confused. 

What I would like to have you or Mr. Hurley clear up is the fact 
that you come in and tell us about this chart and show $107 million 
and then you slip down to $105 million. Frankly, in my mind you 

can tell me and Mr. Hurley can very firmly tell me, but I would like 
to get at the basis of the fact. I am not prejudiced against you or 
anyone else. But in my mind it confuses me. Although I am maybe 
a minor member of the committee, I am still a member of it. 

Now, there is a strike on you as far as I am concerned. I don’t 
know whether you charts are just on paper—whether they are good 
or whether they are bad. It is on your own admission and not mine. 
Tam not charging it. 

Mr. Hurury. Mr. Miller, may I reply to that? 

Mr. Mier. Tell me: Don’t you think you ought to consult with 
him to make sure you get your figures straight ? 

Mr. Huriey. I am sure of what I am talking about. 

Mr. Mitzer. You weren’t sure about the $107 million. He had to 
come in and correct it. 

Mr. Hurury. Mr. Miller, I am just as sure today of its accuracy 
as when I made this chart. 

Mr. Mitier. Why didn’t you make it $112 million ? 

Mr. Hurriey. It could be made $112 million. I will tell you why. 
The difference between the 2 is 2 percent and when you get a Gov- 
ernment auditor looking at contracts and then a company auditor, 
a Government auditor will disallow this and a company auditor will 
allow that. You will find a 2 percent difference. If you send in 
orders you may find it is 106 or 109 million dollars. That happened 
every day. 

Mr. Miiter. Let me say this to you, Mr. Hurley, and Mr. Dykstra. 
You come in and rationalize your statements after you trip yourself, 
as you have here, at any time you want, but until you begin to show 
some better reasoning than you have given me, in my mind it is still— 
1 am still a bit confused and I still am a little bit worried that maybe 
you are confused and the figures aren’t exactly right. 

Now, I could understand if you came out and said this chart was 
an old chart and we didn’t have time to correct it or something. I 


would be more inclined to expect that than to accept the explanation 
that has been given. 


I have no further questions. 

Mr. Huruey. Do you think a 2 percent variation is a reason for 
questioning the honesty of a witness in presenting a chart to you? 

Mr. Murr. Well 

Mr. Dyxsrra. Mr. Hurley, I would suggest that we introduce this 
for the record [exhibiting document]. 


Mr. Mitier. You make your conclusions and I will make my deci- 
sions. 
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Mr. Bares. Mr. Chairman. 

Mr. Hésert. Mr. Bates. 

Mr. Bares. Mr. Chairman, I do hope this information will be sup- 
plied for the record. 

Mr. Hurtey. I will be very happy to submit it. 

Mr. Bares. So we can understand this chart and the factors that 
enter into it. 

Mr. Hurury. Yes, sir. 

Mr. Bares. I wonder if we go back to the chart just a minute. 
This is just on one engine, the J—65. 

Mr. Hurtey. Yes, sir. , 

Mr. Bares. So you have a continued run on this engine, which 
automatically would reduce costs as you improve your methods and 
as you spread your depreciation over a larger number of units? 

Mr. Hurrey. Well, the units were somewhat consistent in this pe- 
riod, and the cost reduction was made in spite of a consistent pro- 
duction. Then production began to fall off, and at a smaller number 
we still made savings. 

Mr. Bares. But over a period of time, of course, you might have 
depreciated all or a good portion of your equipment. It still wouldn’t 
be reflected necessarily on your operating statement; would it? 

Mr. Hurtey. Mr. Bates; the way we arrive at something like this: 
You don’t arrive at this by looking back at what happened a year 
before. What we do in Curtiss-Wright is meet in November—for 
example, we will meet in November—and we will set up targets for 
cost reductions next year, on all of the products we sell to the Gov- 
ernment. We do it every year, then we look at those costs every 
Monday morning to see that our people are getting cost savings. And 
I can bring you in charts here es items, by parts, by material, by 
labor, by overhead, by power, and show you a continuous, constant 
drive to reduce costs. 

Mr. Bares. I am sure you do that. Otherwise you wouldn’t know 
how to bid. 

Mr. Hurtey. That is right. 

Mr. Bares. On items that are coming out. But as long as you are 
going to include the breakdown of that in the record, I don’t think 
have any questions further on that point. 

But yesterday in your presentation here, on page 3, you did touch 
on a point that I think is of vital importance to the committee. Point 


2 says: 


Procurement regulations tend to eliminate competition, create vested interests, 
and retard engine development. 

A while ago you offered your services to the committee for con- 
sultant purposes, toward the end of eliminating these problems which 
have developed here. 

I wonder if you would just touch briefly upon that at this time. 

Mr. Hurury. Christmas Day before the Korean effort started, I 
developed this chart, sir, on my living room floor. As I saw the air- 
planes, I knew the Air Force needed and I knew the vendors that 
were talking to them were talking to us. It looked to me as though 
this was the expansion they had to have and it looked as though our 
engines had to expand from about 5 million a month to 100 million, or 
20 times, and the licenses, 90. 
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Now that is a program that is out of this world. It shows the 
degree of unpreparedness we had when the Korean episode came. 

This program was submitted in this form to Mr. John McCone 
Under Secretary for Air, General Wolfe and General Cook, and 
was approved by them and we were instructed to proceed with the 
program. Now that was the kind of a job that was thrown on us, with- 
out facilities. 

When that was given to the company—I will show you the condition 
of machine tools. [Chart shown. 

(The above-mentioned chart is Chart I on p. 2377. 

Here are the machine tools the company had. Here are are age of 
them. You will see that the vast majority of them were 8 to 10 
years old. And the defense of the United States depended on those 
machine tools, to get that program going. And here is the new ones 
that came. You will remember the hysteria there was in expanding 
the machine tool industry. Here was the emergency and here is when 
the machine tools came in. If this was a major war, sir, and broke 
out on a broad front, I think we would have been shellacked. And I 
don’t hesitate to say that. And that is why I am bothered about the 
engine business. 

Wherever these machine tools are delivered or put that is where 
the vested interest lies. The Air Force has to come back to this to get 
them. And it is completely unfair to Air Force procurement people 
and Navy procurement oan and Department of Defense and the 
industry. can go on for a month and show you statistics. 

I served in the Pentagon, in procurement. I served as a consultant 
to the Air Force, and I had made a study for the Secretary of Defense. 
I am completely and well prepared to demonstrate the problem. 

Now, technologically speaking, this country in warfare is moving 
more rapidly. We talk glibly about an Air Force in being, doing a 
job. And the Air Force in being is becoming obsolete by hours, and we 
talk about not needing an industry to replace it. It is completely 
wrong, sir. 

Mr. Bares. What do you suggest we do? 

Mr. Hurry. Now here is the first chart I had. Here again is an 
expansion. Then in here the industry is criticized. Then it is ex- 
pected to do this. Then this is what happens again. At the wrong 
time. This is happening at a time when the military services are 
faced with competition that is the toughest they have ever faced. 
They never had any real competition in the past. This time they are 
faced with it. The only way, sir, I think you can correct this situation 
is by a strong industry. And you can’t build a strong industry on a 
2 or 3 Peers profit and on the poorest depreciation allowances of 
any industry in the country. There it is, sir. [Chart shown. ] 

(The above-mentioned chart is Chart G on p. 2375.) 

Mr. Hurtxy. That is the record. Everybody knows that those lake 
carriers will be in use for 20 or 30 years. And everybody knows the 
Air Force facilities will be obsolete in 5 years or 3 years or even they 
snny, Pe obsolete in 1 year. That is what our military forces are faced 
with. 
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I have a chart here where I showed the condition the industry is in 
compared to all other industry [chart shown]. 

(This chart is Chart: P on p. 2385.) 

Mr. Hurtey. This industry of ours is in the same shape that the 
chain stores are in and the food processing industry, and I think it is 
a mistake. I think it is one that warrants attention, It is one that 
I am concerned about, sir. It is the only reason I am with Curtiss- 
Wright. If it wasn’t for that concern, I would still be with the Ford 
Motor Co. 

Here is the aircraft industry, way down here. This is net profit 
to percentage of sales. This is percentage of net worth to sales. We 
are down here in the area where the chainstores are. The chainstores 
have no productive problem at all, no plant requirement. They go 
in and rent a building and they tell the canners and the foodstuff 
people to send in the canned goods and they will sell it for them. 
Companies are glad to give it to them on consignment, at times. 

C is the meat packing. The same kind of an industry. 

You are never going to have a strong aircraft industry as long as 
that exists. 

If you move that up here, sir, you will cut your costs 25 or 30 per- 
cent; and I can demonstrate, sir. I can support it, and I am willing 
to work with the committee as a consultant to demonstrate it. 

Mr. Bartrs. What effect has this had upon the aircraft industry ? 

Mr. Huruey. It has had the effect that the Air Force can never be 
combat-ready. It can’t get the airplanes and the engines it wants 
quick enough. The lead time is too long and the costs are too high. 

Mr. Bares. Are you saying we don’t have enough productive 
compacta’ 

Mr. Hurtey. No, sir; we don’t. 

Mr. Bares. I know some people suggest that perhaps we got 100 
percent capacity too much. 

Mr. Hurry. We don’t have it of the right kind for the new things 
that are required. Things are becoming obsolete, sir, very fast. 

Mr. Bares. Well, we have enough capacity for what we have in 
mind today. 

Mr. Hurtey. I don’t think so. I think the thing that is right ahead 
of us is a requirement for things that we don’t have today. We don’t 
have the capacity and the plants to build them. We are going to wait 
until we get the contracts. Whoever get the contracts are then going 
to go to the Government and ask for the facilities, after they get the 
contracts. 

Mr. Bares. Does the industry share your feelings in this matter? 

Mr. Huruey. I don’t know, sir, but as an American citizen I hope 
they do. 

Mr. Bates. What do you suggest we do right now? 

Mr. Hurter. I would suggest a competent group study this situa- 
tion and prove it right or prove it wrong. I know that the Secretary 
of Defense, Mr. Forrestal, was terribly concerned about it. I discussed 
it with him at great length. 

Mr. Bares. He had 





Mr. Hurury. You have a very competent Secretary over there now. 
T have a feeling that he is very concerned about it. 

Mr. Bares. The situation is quite a bit different than it was when 
Secretary Forrestal was here. 
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Mr. Hurtey. Well, sir, when the last war occurred, the big world 
war—lI can tell you something about what happened. When this was 
required [indicating on chart], I went to the Secretary of War, on the 
instruction of the head of my company, and I was told that they needed 
antiaircraft fuses to the tune of 45,000 a day, and that the watch indus- 
try told them they could produce 8,000 a day. We took a contract 
to produce the difference and make up for it at the last minute. When 
the last war started, we needed gas-operated automatic cannons for 
airplanes. Wedidn’t have them. And the story of how we got them 
is quite a story, and what we did in the way of cost reduction. 

Now we are moving into this same area [indicating on chart]. We 
were in it in 1950. If there had been a major war, there would not 
have been the things we needed. 

Mr. Bares. You indicated it is not right for the aircraft industry 
to be in the same level with the chain stores, that the margin of profit 
should be greater; is that correct? 

Mr. Hurtey. In order to build up the strength of the company and 
facilities, machine tools, and so on and so forth. 

Mr. Bares. Then you indicated after that it was your apparent con- 
conclusion that great savings could be effected ? 

Mr. Hurtey. Yes, sir. 

Mr. Bares. So you are saying that the Federal Government ought 
to, through its contracts, give a higher margin of profit, and in doing 
that 

Mr. Hurtey. For results. 

Mr. Bares. They would get greater savings ? 

Mr. Huruey. For results. 

Mr. Bares. At what point, Mr. Hurley? 

Mr. Hurtey. For the savings. 

Mr. Bares. At what point? 

Mr. Huruey. For the savings, after the savings are accomplished. 

Mr. Bares. Isn’t this a constant problem ? 

Mr. Hurugy. Cost reduction ? 

Mr. Bares. No; this problem, general problem which we are facing 
here. It is one that isconstant. You might - more money into the 
thing, but as you indicated, we are faced with a constant problem of 
obsolescence. So we get a new change there. I don’t know if you will 
ever reach that point which you indicate where you are going to—— 

Mr. Hurry. The new things that are coming, sir, that are ahead 
of us—industry recognizes where we are going and what we are 
heading into. And a company that is competitive in supplying its own 
facilities, if it doesn’t anticipate those things, is not going to be ready. 
And industry would anticipate those things and would get the type of 
people and the type of machines it needed to do the job when the job 
came up. It does that in the automobile industry, in the steel in- 
dustry, in the copper industry, the electric industry—you name it. 
But in the aircraft industry, on which the defense of the country is 
based, you say wait until the contract is signed and then we will pro- 
vide facilities. 

Mr. Bates. I don’t want to take up any more time of the committee. 
Of course, there is a constant fight in the aircraft industry right now. 
You give them more money and you have conflict between the various 
companies. 
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But will you give us for the committee, Mr. Hurley, a little break- 
down on this discussion which we have just had, toward the end of 
indicating to the commitee how, if the profits were increased, it would 
ultimately result in greater savings to the taxpayers? 

Mr. Hurry. May I keep it on the basis that the costs be reduced 
and then the profits be increased? I would like to maintain myself in 
that position. 

Mr. Bares. If you can spell out how we can give increased profits 
and at the same time save money, I think we will appreciate that 
breakdown. 

Mr. Hurtey. Thank you. 

Mr. Bates. That is all. 

Mr. Rivers. Mr. Hurley, I want three things to happen in this 
hearing. You get your story over to the committee and to the Ameri- 
can people, through the committee. 

Now you very generously offered your services to effectuate some of 
the things which implement your philosophic standpoint on the econ- 
omies involved. 

Like Mr. Bates, I want to see the hearings contain something that is 
concise and along the lines which you have suggested. 

The first thing: I want to get you to give your side of the story to 
this thing I saw in the morning paper. If you don’t think it has been 
farily presented, I want to see the committee have what you think is 
a fair rebuttal to what the chairman has been alleged to have put in 
the release to the press, which I read this morning for the first time. 

Then I was intrigued by your reasoning. I recognize that you are 
regard as a man of authority in your industry. From what I 
heard about you, you seem to get along pretty well. You know what 
you are talking about. 

Now, yesterday, I asked you about the frustration in this endless 
redtape of the Government. I would like, if you could, for you to 
give me or the committee—certainly I would like to have a copy 
of it—some of the things in the way of proof. It will serve us and 
serve the country. 

Then the concentration of machine tools in a small area for pro- 
duction. I have in mind that you have in mind 1 of 2 manufacturers 
that have concentrated what few machine tools are available or poten- 
tially available in case of emergency. I would like for you to give 
me something on that. I think it should be known. 

Mr. Hurry. Yes, sir. 

Mr. Rrvers. In fairness to you and in fairness to us. 

Now you go ahead any time you want to interject. 

And then the thing which Mr. Bates has raised, where the taxing 
statutes should give you more leeway by way of obsolescence. You 
mentioned the ore carriers and the air engine manufacturers. In fair- 
ness to you, I think you should have an opportunity to get those into 
the record. 

If you could arrange those things, I would certainly like to have 
them. It intrigues me. 

Mr. Hurtey. Mr. Rivers, I would be glad to do it. 

I would like to tell you this. On these machine tools—— 

Mr. Gavin. Mr. Chairman. At that point, would the gentleman 

ield ? 
i Mr. Rivers. Be glad to. 
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Mr. Gavin. I have to go and be on the floor of the House. 

Pardon me for interrupting you, Mr. Hurley. I would like to have 
a representative, Mr. Chairman, of the General Electric come before 
this committee to ascertain whether or not the General Electric feels 
that an injustice has been done them in the awarding of the contract 
to the Utica Bend or the Studebaker. That is No. 1. ‘Will you handle 
that, please? 

Mr. Héserr. We will take it under consideration. 

Mr. Hur.try. Mr. Rivers—— 

Mr. Gavin. Wait a minute. Not under consideration. 

Mr. Heépert. Agreed. I say 

Mr. Gavin. I want to know whether or not General Electric feels 
that an injustice has been done when this contract was awarded to 
Utica Bend. They were the ones that were affected. We should have 
a representative from General Electric here to tell us what they think. 

Now the second one, Mr. Hurley. We have heard from the mayor of 
Evendale, however, as to how the contract affected the economic life 
in that community and the labor community in that community. I 
want you to get a letter from the mayor of Utica Bend as to how the 
award of that contract affected the economic life in that community 
and the labor community in that community. 

Mr. Hurry. Yes, sir. 

Mr. Rivers. Mr, Chairman, I won’t yield any further. 

I want to say: I don’t want to be a conscious or an unconscious 
party to a black eye being dealt your company by any statement made 
by the chairman or anybody else. 

Now I want you to give for the committee your side of this so all 
parties may be treated fairly. Nobody wants anything else. 

Mr. Huriey. Mr. Rivers, could I make a very short statement on 
this? 

Mr. Rivers. Yes, sir. 

Mr. Hourtey. The Air Force recognized these machine tools are old. 
The Air Force has given me a contract to determine how to get better 
machine tools. We published a machine tool book, that the Air Force 
has paid for, for 3 years now. It shows how to cut metal 3 or 4 times as 
fast as is being cut by machine tools. 

But here is what disturbs me, sir. Do you know where those 
machine tools are in use? 

Mr. Rivers. That is the point I am coming to. 

Mr. Huruey. In making automobiles. 

Mr. Rivers. All right, sir. 

Mr. Hurry. Not aircraft, because the company can go ahead and 
buy them. 

Mr. Rivers. That is represented there with the shaded [referring 
to chart on display]. You want it represented over here with these 
solid lines. 

Mr. Hurtey. That is right, and still better ones. 

Mr. Revers. From what I understand, that broadens your base. 

Mr. Hurtey. And it cuts your costs and it improves your quality. 

Mr. Rivers. Yes, sir. 

Mr. Hurry. And it cuts your lead time. It does all the things 
you want done. 


94707—57——_5 
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Mr. Rivers. I want you to present that to the committee, that side. 
What you are talking about makes sense to me. I am not in the same 
business you arein. I run a windmill. 

That makes sense to me. I want to see you get your day in court 
and a fair one. 

Mr. Houruiry. Thank you. 

Mr. Rivers. I am serious about it. I believe you may have soine- 
thing here. I want you to be sure that your side of the story will be 
given to this committee. 

Mr. Hurry. Yes. 

Mr. Rivers. Because that is the business we are in. The chairman 
is activated by the same lofty motives. Allofusare. We don’t want 
to unconsciously give your company a black eye, or anybody’s com- 
pany. That is my position. 

And anything that you want to see go into this record—implement 
it and expand it. If you will turn them over to me or anybody, they 
will go in. I want that in here. Because this is a very vital thing. 
There are only a very few people in this business. The things you 
are talking about have to be done somewhere along the line. 

Mr. Hurtey. Yes. 

Mr. Rivers. We won’t have the luxury in the next war to prepare. 
We don’t have that, they tell me. 

Mr. Hurtey. Mr. Rivers, that is the real concern. ‘That is my real 
concern, Mr. Rivers, that we continue to have what we have. 

Mr. Rivers. That is all, Mr. Chairman. 

Mr. Hesert. Mr. Hurley, will you come prepared tomorrow to 
submit to the committee a list of all defense contracts given to Curtiss- 
Wright after you acquired—whatever control it is you have over 
Studebaker-Packard Co., and indicate in each one of those contracts 
which contracts were in existence at the time with other companies 
or with the Studebaker-Packard Co. 

Do I make myself clear, on the information we want? 

Mr. Hurry. Can we do that by tomorrow morning ? 

Mr. Hitz. It would be very difficult. 

Mr. Dyxsrra. It will be extremely difficult. You say all contracts 
of Curtiss-Wright. Curtiss-Wright is a vast organization. 

Mr. Héserr. Wait. I said all contracts, defense contracts to Cur- 
tiss-Wright awarded after the acquisition of Studebaker-Packard. 

Mr. Hurtry. I don’t see how we can do that by tomorrow morning. 

Mr. Hépsert. Take your time. You will eupiply that to us? 

Mr. Hurtey. Later on. 

Mr. Dyxsrra. Yes. But it couldn’t be done by tomorrow morning, 
Mr. Chairman. 

Mr. Hésert. No. In other words—you understand the request? 

Mr. Dyxsrra. Yes. 

Mr. Hézert. I want the list of contracts and their dollar value. 

Mr. Dyxsrra. Yes. 

Mr. Hépert. The list of contracts and dollar value, awarded by the 
Defense Department to the Curtiss-Wright Co. after it acquired con- 
trol or supervision, whatever you want to call it, of Studebaker- 
Packard. 

Mr. Hortey. Is this all divisions of the Curtiss-Wright, sir, or 
just the engine division, or all of it? 
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Mr. Hemerr. All divisions. In other words, any money, defense 
money that went into the contract from the Defense Department to 
Curtiss-Wright, after the Studebaker-Packard arrangements were 
made. And indicate which of those contracts were either in exist- 
ence—in other words, the type of contract we are talking about with 
the General Electric, where there was a cutback, where the whole con- 
tract was not cancelled out but only a portion of it was taken away 
from General Electric and given to Curtiss-Wright. 

Mr. Dyxsrra. Sir, we would have no knowledge of such a transac- 
tion. We can’t give you that. We have no knowledge of a cutback. 
We received a contract with the Air Force. 

Mr. Héerrr. I am making myself clear as to what I want. If you 
can’t supply it, you can’t supply it. I am not asking you to do the 
impossible. 

Mr. Hess. Mr. Chairman, 

Mr. Hépert. Yes. 

Mr. Hess. Couldn’t you give the contracts as the chairman set out 
here, and also those contracts that might have been transferred from 
Studebaker-Packard to your supervision ? 

Mr. Dyxsrra. Yes. 

Mr. Hurtey. If you only want those related to Studebaker-Pack- 
ard, we can do that in a few days. If you want the other, you are ask- 
~~ us for weeks of work. 

Mr. Hésert. No, I am not trying to put you under any undue stress, 

In other words, I just want to evaluate for the committee’s benefit 
the dollar value, or number, either—both of them go hand in hand— 
of the contracts awarded to Curtiss-Wright after the Studebaker- 
Packard arrangement was made—— 

Mr. Dyxsrra. Yes. 

Mr. Hitz. And also the cancellations, too. 

Mr. Hésert. The cancellations—— 

Mr. Hii. Reductions. 

Mr. Héserr. The cancellations also. 

I believe that is a fair request. 

Mr. Hurtey. Mr. Chairman, it was put on a broader basis than 
just the one to Studebaker-Packard. That is the interpretation we 
must put on your words. Really, it is a tremendous job. Because 
we are in many, many areas and in many, many fields. 

Mr. Dyxksrra. You are encompassing spare parts contracts for en- 
gines or propellers sold many years ago. 

Mr. Hess. Just a year’s time. It is from July 1956, to July 1957. 

Mr. Dykstra. August 1956. 

Mr. Hess. All right. 

Mr. Hurtey. We have 19 divisions and we are in all sorts of things. 
We are not a pure aircraft company, you know. We are in auto- 
motive equipment, marine equipment, railroad equipment. We are 
in all sorts of things. That throws on us a load that is quite differ- 
ent than on an ordinary aircraft company. If you want it just to 
those contracts related to the Studebaker-Packard Corp., that is a 
much easier thing to do. 

Mr. Hésert. You would know what the Studebaker-Packard Corp. 
contracts were. I mean that is a simple matter. 

Mr. Dyxsrra. Yes. 
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Mr. Heserr. That is just a matter of transfer, that is all. But 
the thing that I am interested in is how much more Government busi- 
ness did Curtiss-Wright get after they took over Studebaker-Pack- 
ard. If it is such a Hurculean task, I don’t want to ask you to do it. 

Mr. Hourrey. On the broad basis it is quite a task and it is going 
to contain a lot of things I am sure the committee will not want after 
they get it. 

Mr. Hizert. Well, then, let’s reduce it down to a reasonable re- 
quest. I want to be reasonable. 

Mr. Hurtey. Shall we try to do that and make a suggestion as to 
what we think will meet your requirements ? 

Mr. Heserr. Certainly. You submit what you think is the proper 
thing, in the minimum amount of time, because I do not want to place 
upon you an undue burden that will not be of any use to the com- 
mittee. 

Mr. Rivers. Mr. Chairman, may I ask a question? This inquiry 
has to do with cost—matnly cost. 

Mr. Haserr. That is right. 

Mr. Rivers. And the proper utilization of the taxpayers’ money. 

Along the line of what Mr. Hurley has been talking about, I cer- 
tainly want some kind of a document or a brief or whatever you want 
to call it, along the things that can save some money. For instance, 
you said there is red tape in procurement. I am sure some time dur- 
ing the hearing I want to get that in. 

Mr. Hépsertr. You asked 

Mr. Rrvers. I don’t want to interfere with the Chairman’s re- 
quest, but I would like to have that some time during the hearing. 

Mr. Hésert. You asked Mr. Hurley for that. 

Mr. Rivers. I don’t want to be unreasonable and ask for some- 
thing you can’t do. 

Mr. Hurury. I would like to make a request for cooperation in 
this area, if I may. I have taken on a job with Studebaker-Packard. 
The one element that makes that job most difficult to do it the main- 
taining in the minds of the employee of Studebaker-Packard and the 
dealer and his employees and the vendors and everything else, as to 
whether or not Studebaker-Packard is going to exist. 

We have made a tremendous effort to try and establish the fact that 
Studebaker-Packard is going to be successful, and it will. 

I would hope that you do everything you can to cooperate in the 
area of not creating doubts in the minds of the people as to whether 
or not that is going to be a successful venture. 

I think the $25 million figure has thrown a little bit of a load on 
me, where I have to go out and reestablish a certain amount of con- 
fidence again in some areas. 

Mr. Rivers. That is why I wanted to answer that statement. 

Mr. Hurter. That to me is the one thing that bothers me. I have 
gone so far as to talk to newspaper publishers and say, “Why do you 
compare Studebaker-Packard, with a net worth of a few million dol- 
lars, with General Motors? Why do you keep drawing that terrific 
camparison? Why don’t you let General Motors run its business and 
make its money and we will run Studebaker-Packard as a small 
business and make money and keep people on the payroll and maybe 


we will surprise the big boy and give him a little competition along 
the line?” 
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I have been spending a great deal of my time, away from the job 
I should be doing, to reestablish confidence in that company and its 
=~ and its dealers and everything else. I have talked to wives. 

have gone around the country, in all the cities of the country. I 
talked to 700 dealers personally. 

Mr. Rivers. That is why I made the statement yesterday, that I 
hope the day would never come where we would only have the Big 
Three life in the business. I drive a Big Three automobile. But 
if we ever get these little fellows out of business, business is out of 
business. 

Mr. Hurtey. Yes. 

Mr. Héserr. I mean you understand now, within reason. You 
will use your judgment on that. 

Mr. Huruey. Yes, sir. 

Mr. Hésert. Because I am sure you and I both understand the 
information I want. 

Let me say on the closing note this, in connection with what Mr. 
Rivers said. I tried to make it clear at the very beginning and I 
always tried to clear that this forum is never closed to you or anyone 
else that appears before this committee. When you leave that stand, 
I want you to be satisfied that you have been able to say everything 
you want to say. 

Mr. Hourtey. Yes. 

Mr. Hipert. My only concern is getting all the cards on the table, 
as we always have done in this committee. The door is never shut. 
When you leave you are going to be satisfied by your own admission 
that you have been given every opportunity. 

Mr. Horuey. Yes. 

Mr. Hésert. The committee will stand in recess until tomorrow 
morning at 10 o’clock. 

(Whereupon, at 11:15 a. m., the subcommittee adjourned until 10 
a.m., Saturday, July 20, 1957.) 








AIRCRAFT ENGINE PRODUCTION COSTS AND PROFITS 


SATURDAY, JULY 20, 1957 


House oF REPRESENTATIVES, 
CoMMITTEE ON ARMED SERVICES, 
SUBCOMMITTEE FOR SPECIAL INVESTIGATIONS, 
Washington, D. C. 


The subcommittee met at 10 a. m., the Honorable F. Edward Hébert, 
chairman of the subcommittee, presiding with the following members 
petont Mr. Hess, Mr. Brooks, Mr. Gavin, Mr. Cunningham, Mr. 

ates, Mr. Hardy, Mr. Osmers, and Mr. Miller. 

Mr. Héserr. The committee will be in order. 

Mr. Courtney, a request was made of the Air Force for certain 
papers in connection with the transaction involving Studebaker- 
Packard and Curtiss-Wright. 

Have those papers been delivered ? 

Mr. Courtnry. They have been delivered, Mr. Chairman. 

Mr. Hézert. Will you please proceed on it? 

Mr. Courtney. I have here a letter of transmittal with 11 en- 
closures, which are separately identified. Two enclosures were classi- 
fied documents, 8a and 10, and they have been removed, and secured 
in the subcommittee files, and upon their removal all the other docu- 
ments which I have in my hand are unclassified. 

Mr. Chairman, the letter of transmittal reads: 


This is in response to the memorandum I received from your special counsel, 
Mr. John J. Courtney, dated July 18, 1957, in which he requested that the sub- 
committee be furnished with certain records relating to the Studebaker-Packard 
and Curtiss-Wright Corporations. I am enclosing herewith copies of relevant 
documents which I believe will facilitate your inquiry. Copies of these same 
documents have been furnished the Senate Preparedness Investigating Com- 
mittee. Notice that enclosures 8a and 10 are classified Confidential. 

I am also forwarding you (enclosure 11) a narrative report on the same sub- 
ject which the Office of the Secretary of Defense prepared and submitted to the 
same subcommittee. Certain attachments to the report pertaining to the Army 
and Navy are not immediately available. 

I regret that time does not permit furnishing you with more suitable copies 
of these documents. 

Maj. Gen. Joz W. Kerry, 
Director, Legislative Liaison. 


Now, Mr. Chairman, the enclosures consist of the full Air Force 
file. 

The first enclosure is a letter signed by J. J. Nance, on the letter- 
head of the Studebaker-Packard Corp. dated August 2, 1956, to the 
Secretary of the Air Force as follows: 

Studebaker-Packard Corp. has for some time been endeavoring to reach a 


solution to its financial and other problems. We believe you are familiar with 
the losses incurred in recent years. I should add that losses for the first six 
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months of 1956 aggregate $35 million. Working capital is now reduced to $30 
million as of June 30 and is estimated at $26 million as of July 31. As to de- 
fense work, as you know, the Corporation has just commenced performance of 
subcontracted production work for Ford Motor Co. with respect to J-57 jet 
engine parts, as well as other defense assignments. It is clear that a solution 
to our problems must be found in the interests of assuring continuity of this 
defense production work and the preservation of an adequate mobilization base, 
as well, of course, as in the interests of Studebaker-Packard and its stock- 
holders. 


As a solution, a program with Curtiss-Wright Corp. has been negotiated in- 
volving substantially the following: 

(a) A 12-year lease of the corporation’s Chippewa and Utica-Bend Corp., 
a wholly owned subsidiary of Curtiss-Wright for a rental of $25 million payable 
in advance; 

(b) A 3-year advisory management agreement pursuant to which Curtiss- 
Wright will advise the corporation in all management areas; 

(c) The sale to Curtiss-Wright of the corporation’s investment in Aerophysics 
Development Corp. for a purchase price of approximately $1,800,000 ; 

(d) The transfer of certain defense-production contracts, certain related 
inventories and assumption of certain liabilities with respect thereto by 
Utica-Bend ; 

(e) The revision of the corporation’s credit agreement with banks so as to 
extend maturities and eliminate covenants which would create a default; and 

(f) Revision of the corporation’s loan arrangements with insurance companies 
so as to eliminate covenants which would create a default. 

Our board of directors has approved this entire program and we are informed 
that the Curtiss-Wright board of directors (as well as that of its wholly owned 
subsidiary, Utica-Bend Corp.) has likewise approved the program. The 20 
banks in the bank-credit group and the 8 insurance companies parties to the 
above-mentioned loan agreements have also approved this entire program. 

We think that the most practical way of accomplishing the transfer of the 
J-57 parts productioh from the corporation to Utica-Bend is to terminate Stude- 
baker-Packard’s purchase orders from Ford. Upon such termination, temporary 
arrangements for continued parts production in the Studebaker-Packard Detroit 
plants, where it is now being conducted, can be made until Curtis-Wright has 
made appropriate preparations at the Chippewa plant for the continuance of 
such production. 

Accordingly, the undersigned requests that, upon effectiveness of all the 
arrangements set forth in the second paragraph of this letter, all outstanding 
purchase orders received by the undersigned from Ford be terminated. The 
settlement of such termination shall be on the basis of a purchase by Utica-Bend 
of termination inventory and tooling owned by Studebaker-Packard, the assump- 
tion by Utica-Bend of commitments, the transfer of Government and contractor 
owned property to Utica-Bend and otherwise pursuant to a proposed agreement 
between Utica-Bend and Studebaker-Packard, and at no additional cost to Ford 
or to the Government. The relevant provisions of said proposed agreement 


are set forth in exhibit A hereto. 
Now, Mr. Chairman, I believe we might interpolate the exhibit in 
the record, the summary of the contents of the exhibit having already 
been read in the body of the letter. 
Mr. Hévert. Expedite it, Mr. Courtney, and make it all a part of the 
record, but you don’t have to read everything, except to summarize. 
Mr. Courtney. I don’t want to embark on my own, Mr. Chairman. 
Mr. Harpy. You mean you are not able to summarize? 
Mr. Courtney. I have had some very bad training. [Laughter.] 
Mr. Heeger. All right, continue, Mr. Courtney. 
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ExcerPts FroM PROPOSED AGREEMENT BETWEEN STUDEBAKER-PACKARD CorP, AND 
Utica-BENpD Corp. 








2. The seller agrees to sell, and the buyer agrees to purchase, such inventories 
(consisting of supplies, raw materials, work-in-process, and semifinished and 
finished parts), and regardless of where located, as the buyer may from time to 
time determine is in good condition and usable by it in the performance of any 
defense contracts. The purchase price of such inventories shall be their cost to 
the seller or market value at the date of purchase, whichever is lower. In the 
ease of work-in-process, and semifinished and finished parts, the term “market 
value” shall mean the standard cost plus overhead (if not included in standard 
cost) and the general and administrative percentage, as contained in the 
quotations on which the articles were contracted to be sold, with appropriate 
adjustments to reflect the amount of work then completed. It is the intention 
of the parties hereto that the buyer will purchase all such inventories which are 
in good and usable condition, and which are capable of being finished at satis- 
factory cost, to meet the requirements and then current specifications of the 
defense contracts contemplated by said program. The buyer shall not, however, 
be required to purchase any obsolete or scrap inventories, or any items which, 
although in good condition, may not be capable of being made into a satisfactory 
finished part at satisfactory costs, or which, regardless of condition, may be in 
excess of the reasonable requirements for the performance of such contracts. 
The buyer shall determine what inventory to accept or reject, but in exercising 
: its judgment, it will act reasonably and in good faith and be guided by the 
: foregoing principles. ; 
8. The seller agrees to sell to the buyer such equipment, machine tools, ma- 
chinery, jigs, fixtures, gages, and other special tooling owned or on order by 
the seller, and regardless of where located, which the buyer may determine is 
necessary to it in its performance of any defense contracts (including testing), 
and which the buyer may from time to time select for purchase and which at 
the time of selection are owned or on order by the seller; provided, however, 
that the buyer will not select items which would interfere with the seller’s pro- 
duction. The purchase price of each item so selected by the buyer shall be its 
fair value as of the date of such selection, as agreed upon between the parties. 

4. The seller will also transfer to the buyer and permit the buyer to remove, 
without any payment to be made by the buyer therefor, any items which are 
the property of the Government, or of any contractor of which the seller is a 
subcontractor, which the buyer may deem useful in the performance of any de- 
fense contracts, subject to any requisite approvals by the Government or by any 
such contractor. In such event the buyer will account to the Government er to 
such contractor, as the case may be, for any item so transferred to it, to the 
same extent as the seller would have been required to account. The seller shall 
also transfer to the buyer, without any payment therefor and as part of the 
consideration for the other matters provided for in this contract, all items which 
may relate to or be used in connection with the performance of any of the as- 
signed contracts and which when purchased were not placed in inventory, but 
were charged to expense, including without limiting the generality of the fore- 
going, such items as grinding wheels, perishable tools, gloves, safety glasses, 
stationery, and the like. 

5. Where any item selected by the buyer pursuant to the provisions hereof is 
located in either the Utica or Chippewa plants, then such items shall be sold to 
or acquired by the buyer in place. Where the item to be sold or acquired, as 
aforesaid, is located in any other plant of the seller, then the buyer shall pay 
the cost of removing, packing, and shipping such item to the location selected by 
the buyer, and representatives for the buyer shall have access to the seller’s 
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property for such purpose. All equipment, machine tools, machinery, jigs, fix- 
tures, gages, and other special tooling, and other items, including inventories, not 
purchased by the buyer and which are located in either the Utica or Chippewa 
plants shall be removed by the seller and payment for the cost of such removal 
made in accordance with the provisions of said lease. 


a * 2% * od * * 


8. The buyer will assume, as of the effective date, all outstanding contracts 
or purchase commitments or orders of the seller which are directly and solely 
applicable to the assigned contracts, subject, however, to the buyer’s right to 
examine the terms of each such contract or commitment to ascertain whether, in 
the opinion of the buyer, it is not in its best interests, in which event the buyer 
reserves the right to refuse to assume such contract or commitment. It is the 
intention of the parties hereto that the buyer will assume all such outstanding 
contracts, purchase commitments and orders covering items of the kind referred 
to in paragraph 2, provided however, that such items are usable for, are not 
in excess of the requirements of, and meet the then current specifications of, the 
assigned contracts, and, where applicable, the other criteria set forth in para- 
graph 2, and provided further, that the price for such item is not in excess of 
the then current market price therefor, or if there is no general market price for 
such item, the price is fair and reasonable, and that the applicable contract, 
purchase commitment or order does not contain any provision which is not a 
customary one and which is contrary to the interests of the buyer. The buyer 
shall determine which contracts, purchase commitments or orders it will accept 
or reject, but in exercising its judgment, it will act reasonably and in good faith, 
and be guided by the foregoing principles. In the event that the buyer shall, in 
its sole discretion, assume any indebtedness or other liability of the seller, then 
the amount of such indebtedness or other liability shall be credited against the 
amount of the purchase price to be paid by the buyer hereunder. 


Mr. Courtney. Enclosure No. 2 is dated August 6, 1956. 


Memorandum for the Chief of Staff 
Subject: Studebaker-Packard J—57 engine parts production problem and Curtiss- 
Wright development program 

1. In order to execute the Air Force portion of programs discussed by the 
Secretary of the Air Force with the Secretary of Defense and various members 
of the Air Staff, the following actions will be taken: 

a. Request the Ford Motor Co., under terms satisfactory to them, to terminate 
their outstanding purchase orders with the Studebaker-Packard Corp. for J-57 
engine parts and to issue a cost-plus-fixed-fee (CPFF) subcontract to the Utica- 
Bend Corp. for the completion of this work. The fixed fee for the work should 
be 6 percent of the difference between the face value (approximately $19 mil- 
lion— 


You want to put those figures on the board. Face value. And put 
“face value J—57 contract.” 
Then put on the opposite side of J-57 “50 percent.” 


of the terminated purchase orders and 50 percent of the price paid by Utica- 
Bend for the termination inventory. Also request Ford to place additional 
CPFF orders for J-57 parts with Utica-Bend in the quantity required for de- 
livery from that source during the period ending December 31, 1957, in order to 
meet Ford’s delivery schedules. The fixed fee for these additional orders will 
be 6 percent of the prices for identical parts contained in the terminated pur- 
chase orders with Studebaker-Packard Corp. The fee on such additional orders 
for parts of a different kind from those covered by terminated purchase orders 
will be 6 percent of the estimated cost of such parts, which cost will, for the 
purpose of fee determination, not exceed the average price of like items to be 
delivered during the same periods from other sources. Also request Ford to 
make payments to Utica-Bend under the CPFF subcontract in accordance with 
procedures outlined in the Air Force procurement instruction. Advise Ford 
that the Air Force will furnish Utica-Bend such additional tools and equipment 
as are determined by the Air Force to be required for the production of the 
J—57 parts. Also advise Ford that the Air Force will amend Ford’s fixed-price 
contracts to provide for reimbursement to them of additional costs they will 
incur as a result of these CPFF orders with Utica-Bend. 


Mr. Chairman, there is no face value given for that. 
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Mr. Harpy. Mr. Chairman, is somebody going to interpret that 
and tell us what that means? I can’t follow that. 

Mr. Gavin. I don’t get it either. What is the objective for this 
material we are introducing into the record now, Mr. Counsel? 

Mr. Courtney. Mr. Gavin, I was directed by the chairman to ob- 
tain from the Department of Air Force the files relating to the 
contracts of Curtiss-Wright, one with respect to the J-47 engine and 
other contracts which have been spoken of here and which were in- 
troduced as a part of Curtiss-Wright’s presentation on page 30 of its 
brochure. 

This is the response. 

Now, Mr. Gavin, and to the members and as the chairman can see 
this is not a small production item. It will take some time until 
the whole of the transaction is unfolded. 

So I know of no place to begin but at the beginning and end at 
the end. 

Mr. Harpy. Mr. Chairman, if I could get back to my question. 

Mr. Hépert. Yes. 

Mr. Harpy. I am not questioning the procedure that is going 
through here, but I was just wondering if there was some way that 
we could get a little bit of comprehension of what this thing all adds 
up as we go along. Now the part we have just been talking about— 
I frankly haven’t the remotest idea of what we are talking about. 
Maybe we can get it interpreted. 

Mr. Héserr. Mr. Hardy, it has been the subject before the committee 
for the previous 2 days. 

Mr. Harpy. I understand that, and I tried to follow a little bit of 
the previous testimony. But what I am talking about is that we get 
a whole lot of statements in here about Ford and Utica Bend and what 
they are going todo. I would just like, if we could, to get a little bit 
of idea as to what this particular phase of it we just had presented 
means, that is all. 

Mr. Courtnry. Mr. Hardy, I think I may say to you, if I interpret 
this document correctly—and I have read it just once—this is a sum- 
mary, that which I am reading is a summary, by Dudley C. Sharp, 
which presumably outlines—I take it from the other documents I have 
read, outlines—the general nature of the agreement that was reached 
with the Secretary of Defense, by these interested parties, which was 
in turn implemented by the Department of the Air Force. 

Mr. Harpy. Of course, if you haven’t had an opportunity to review 
that thing and study it pretty carefully, then you can’t very well tell 
us what these different little facets of it mean. 

Mr. Courtney. I wouldn’t want to summarize all of the parts. 

Mr. Harpy. That is all I want to know, Mr. Chairman, at this time. 
I am going to want to have somebody be able to analyze this thing and 
tell us what all these little steps in there add up to. Because it is 
awful hard to follow. 

Mr. Courtney. Well, Mr. Hardy, we have arranged that Mr. Fogo 
will put some of the data, as much as we can extract, and put it in the 
oroper order on the blackboard there. So the basic figures we are 
ackainiy will be before the members of the subcommittee. 

Mr. Harpy. It is awful hard to follow along here and you hear.6 
percent of a certain figure and 50 percent from somewhere else. . You 
don’t know what in the world it all comes out to. That was the only 
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point. I was just hoping that maybe there might be some concise 
statement as to what this thing, the whole paragraph that he just read, 
means, that isall. Ifthere isn’t 

Mr. Courtney. I don’t have anything more concise than what the 
Secretary has said. 

Mr. Harpy. That certainly isn’t very concise there. 

Mr. Courtney. Now, (6)—if I might continue, Mr. Chairman. 

Mr. Héserr. Yes, Mr. Courtney. 

(b) Provide the Utica-Bend Corp. with a facilities contract for not more than 
$12 million to cover certain plant rearrangement costs which will be involved in 
the establishing of a more efficient production facility for J-57 parts manufacture 
by the moving of such production from Detroit, Mich., to South Bend, Ind., or 
Utica, Mich. The plan for such movement shall be approved in advance by the 
Ford Motor Co. to assure continuity of delivery of contracted parts to the Ford 
Motor Co. in accordance with contracted delivery schedules. 

Mr. Hésert. The committee will be in recess for just a few minutes, 
Will you come up here, Mr. Courtney ? 

Mr. Courrney. Excuse me. 

(Pause and committee confers. ) 

Mr. Hurtry. Mr. Chairman, may I make a comment, please, sir? 

Mr. Héserr. Wait. Come up here. Talk to me, first, please. 

Mr. Hortey. I can be of a great deal of help in this situation. 

(Mr. Hébert confers with Mr. Hurley.) 

Mr. Hésert. The committee will stand in recess. 

Mr. Courtney. Members will retire to the next room, please. 

(Whereupon, at 10:32 a. m., the subcommittee recessed until 11: 15 
a.m. of the same day.) 

Mr. Héperr. The committee will be in order. 

Mr. Courrnrey. Mr. Chairman, to resume at the direction of the 
subcommittee with the memorandum and then to summarize the re- 
lated documents which it is suggested be made a part of the record 

Mr. Héserr. Mr. Courtney, before you continue there, the Chair 
wants to make this statement on behalf of the committee. 

The committee has agreed that the document which Mr. Courtney 
was reading from will be completed at this time. After that, Mr. 
Courtney will then summarize the other documents which he has in 
his possession and which were given to this committee by the Air 
Force upon official request of the subcommittee, and will put the docu- 
ments in the record at this point, without reading the documents com- 
pletely. 

They will, of course, become public property at that time. The 
will be available to Mr. Hurley, The complete record will be avail- 
able. Mr. Hurley will be given every opportunity at his own request 
to comment on those documents and to make any statement that he 
cares to make. 

All right, Mr. Courtney. 

Mr. Courtney. Mr. Chairman, there may be some overlapping. I 
was on paragraph (6) of the memorandum for the Chief of Stait 
from Assistant Secretary of the Air Force Dudley C. Sharp. 

To resume on paragraph (5) : 








Provide the Utica-Bend Corp. with a facilities contract for not more than $12 
million to cover certain plant rearrangement costs which will be involved in the 
establishing of a more efficient production facility for J-57 parts manufacture 
by the moving of such production from Detroit, Mich., to South Bend, Ind., or 
Utiea, Mich. The plan for such movement shall be approved in advance by the 
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Ford Motor Co. to assure continuity of delivery of contracted parts to the Ford 
Motor Co. in accordance with contracted delivery schedules. 

(c) Issue a letter contract to the Utica-Bend Corp. for the overhaul of 500 
J-47 engines during fiscal year 1957 under terms and conditions that serve the 
interest of the Government. 

(d) Indicate the intention of the Air Force to enter into contracts with the 
Utica-Bend Corp. for the overhaul of J-47 engines at the rate of 100 per month 
during fiscal year 1958 and 1959, subject to the availability of funds and under 
terms and conditions acceptable to the Air Force. 

(e) Provide the Utica-Bend Corp. with a facilities contract in the amount of 
approximately $1.3 million to provide the eapability required for efficiently 
overhauling J—47 engines at the rate of 100 engines per month. 

(f) Issue a letter contract to the Curtiss-Wright Corp. for the establishment of 
a high altitude engine test facility at the Curtiss-Wright owned site at Quehanna, 
Pa., at the estimated cost of $39 million— 


Now, there is a pencil note here which is on the reproduction which 
Ihave. It is marked “now 50”— 


this facility to be for the primary purpose of experimentation on ram-jet en- 
gines, and for such other purposes as may be designated by the Air Force. Pre- 
liminary designs for this facility to be approved by the Air Force prior to con- 
tracting for architectural and engineering studies. This facility is to be a Gov- 
ernment-owned facility, and the land on which it is to be constructed is to be 
deeded by Curtiss-Wright to the Air Force. The facility is to be so arranged 
that it can be, in the future, operated for the benefit of the Air force, by Cur- 
tiss-Wright, or by other contractors; Curtiss-Wright to agree that, while it is 
operating this facility, it will conduct such tests as directed by the Air Force on 
any equipment designated by the Air Force. 

(g) Provide the Curtiss-Wright Corp. with a letter from the appropriate 
official to signify the intention of the Air Force to enter into contracts over 
the next 3 years with the Wright aeronautical division for the development 
of the WTF-10 turbofan-type engine. This letter should also indicate the Air 
Force will issue by July 25, 1956, or as soon thereafter as possible, a letter con- 
tract in the amount of $2.2 million to cover development work on the WTF-10 
engine in the calendar year 1956. It should be further stated that the work 
contemplated should reach a total of approximately $63 million, but that con- 
tinuation of this development work will depend upon progress toward a de- 
sired powerplant being satisfactory to the Air Force. Further, this letter 
should signify the Navy’s participation in this program. The Air Force has 
been assured by the Secretary of the Navy that the Navy will supply one-third 
of the funds required in this development program. 


Signed “Dudley C. Sharp,” signature and typewritten identifica- 
tion. 

Now, Mr. Chairman, I will attempt to summarize the remaining 
contents of the file which has been handed to the subcommittee. 

The document which I first read was enclosure 1. The document 
which I have just completed is enclosure 2. 

The next, Mr. Chairman, is an amendment of contract under sec- 
tion 611 of the First War Powers Act, authorizing an increase in con- 
tract amount, dated August 6, 1956, in connection—the first reference 
is— 


Reference is made to my memorandum to you on the subject Studebaker- 
Packard J-57 Engine Parts Production Problem and Curtiss-Wright Development 
Program dated August 6, 1956— 


the date which I have read. 

(The document above referred to is as follows :) 

Avueust 6, 1956. 

Memorandum for the Chief of Staff. 
Subject : Authority to amend J—57 contracts with Ford Motor Co. 

1. Reference is made to my memorandum to you on the subject Studebaker- 
Packard J-57 Engine Parts Production Problem and Curtiss-Wright Develop- 
ment Program dated August 6, 1956. 
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2. Pursuant to title II of the First War Powers Act, as amended (50 U. S. C. 
App. 611), Executive Order No. 10210, and “Regulations Governing the Exercise 
of Certain Authority Granted by Title II of the First War Powers Act, as 
amended, and Executive Order No. 10210 Issued Thereunder,” approved by the 
Deputy Secretary of Defense on July 17, 1951, I hereby determine that it will 
facilitate the national defense to amend existing fixed-price contracts with 
Ford Motor Co. for J—57 engines to provide for reimbursement to Ford Motor 
Co. for costs incurred by it because of its purchase on a cost-plus-a-fixed-fee 
basis from Utica-Bend Corp., at the request of the Air Force, of parts for J-57 
engines to be delivered during the 17-month period ending December 31, 1957, 
such reimbursement to be limited to the amount by which the costs incurred by 
Ford Motor Co. because of the said purchase from Utica-Bend Corp. exceed the 
prices in purchase orders now in effect between Ford Motor Co. and Studebaker- 
Packard Corp. for identical parts or, in the case of parts of a different kind 
from those covered in the said purchase orders, the average prices of like items 
from other sources. 

38. You are requested to effect the necessary contractual arrangements in con- 
formity with the foregoing determination. 

Duptry C. SHARP. 


Mr. Courtney. The next document is a letter from Col. W. A. Davis 
Director of Procurement and Production Office, Deputy Chief of 
Staff, Materiel. The letter appears to be undated. It is marked as 
enclosure 4. 

(The document above-referred to is as follows:) 


DEPARTMENT OF THE AIR FORCE, 
HEADQUARTERS UNITED States Arr ForcE, 
Washington, D. C. 
Forp Moror Co. 
Dearborn, Mich. 


(Attention: Mr. John Dykstra, Vice President.) 


GENTLEMEN: The Air Force has given careful consideration to the proposal 
outlined by Studebaker-Packard Corp. in its letter to the Air Force, copy of 
wihch is enclosed, and has determined that the proposal is in the best interest of 
national security. 

In accordance with our discussions of this subject with you, this is to inform 
you that the Air Force approves of the following actions which we understand 
Ford Motor Co., Studebaker-Packard Corp., and Utica-Bend Corp. are prepared 
to take: 

(1) As requested by Studebaker-Packard Corp., you will terminate all out- 
standing purchase orders now held by Studebaker-Packard Corp. relating to the 
manufacture of parts for J-57 engines. Upon such termination, Studebaker- 
Packard Corp. will sell to Utica-Bend Corp. all usable termination inventory 
and tooling now owned by Studebaker-Packard Corp. at a price and under 
terms in accord with the provisions set forth in the enclosed letter from Stude- 
baker-Packard Corp., which provisions are approved by the Air Force. Beyond 
this sale, the termination will be at no cost. In addition, Studebaker-Packard 
Corp. will transfer to Utica-Bend Corp. at no cost the Government-owned tooling 
utilized for the manufacture of J-57 parts. Utica-Bend Corp. will thereupon 
effect an immediate move of the work now being performed on J-—57 parts at the 
plants of Studebaker-Packard Corp. in Detroit, Mich., to the Chippewa plant 
to be leased by Utica-Bend Corp. at South Bend, Ind. 

(2) As requested by the Air Force, you will enter into a new cost-plus-a-fixed- 
fee subcontract with Utica-Bend Corp. for completion of all the work which 
is subject of the purchase orders now in effect with Studebaker-Packard Corp. 
The fixed fee for this work will be 6 percent of the difference between the face 
value (approximately $19,900,000) of the terminated purchase orders and 50 
percent of the price paid by Utica-Bend Corp. for the termination inventory. 

(3) As requested by the Air Force, you will place additional cost-plus-a- 
fixed-fee orders for J-57 parts with Utica-Bend Corp. in the quantity required 
for delivery from this source during the period ending December 31, 1957, in 
order to meet your production schedules. The fixed fee for these additional 
orders will be 6 percent of the prices for identical parts contained in the termi- 
nated purchase orders with Studebaker-Packard Corp. The fee on any such 
additional orders for parts of a different kind from those covered by terminated 
purchase orders will be 6 percent of the estimated cost of such parts, which cost 
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will, for the purpose of fee determination, not exceed the average price of like 
items to be delivered during the same periods from other sources. 

(4) You will make payments to Utica-Bend Corp. under the cost-plus-a- 
fixed-fee subcontract in accordance with the procedures outlined in Air Force 
procurement instruction. 

The Air Force understands that any additional orders which you may issue 
to Utica-Bend Corp. under which deliveries are scheduled to be made after 
December 31, 1957, will be on a fixed-price basis, and negotiated in good faith 
by both parties on terms competitive with those of other responsible sub- 
contractors of like parts, including prices, delivery schedules, quality, and other 
pertinent factors. 

The Air Force will furnish to Utica-Bend Corp. such additional machine 
tools and equipment as are determined by the Air Force to be required for 
the production of J—57 parts. 

The Air Force recognizes that the costs of J-57 parts delivered by Utica-Bend 
Corp. during the 17-month period beginning August 1, 1956, may be higher than 
the average costs of like parts from other Ford Motor Co. subcontractors due to 
transfer of this work from Studebaker-Packard Corp. to Utica-Bend Corp. with 
the attendant start-up problems and retraining of personnel required. Further, 
since current contracts for J-57 engines with the Ford Motor Co. are on a fixed- 
price basis, it will be equitable to provide relief to Ford Motor Co. to the 
extent that it incurs such increased costs. However, such relief will not be pro- 
vided on those fixed-price orders with Utica-Bend Corp. on which deliveries are 
scheduled to be made subsequent to December 31, 1957. 

In consideration of your termination of the aformentioned purchase orders 
with Studebaker-Packard Corp. and the replacing of such purchase orders by a 
cost-plus-a-fixed-fee subcontract with Utica-Bend Corp., the Air Force will reim- 
burse Ford Motor Co., for costs incurred by it under the cost-plus-a-fixed-fee 
subcontract and the cost-plus-a-fixed-fee orders with Utica-Bend Corp. for 
J-57 parts to the extent that such costs exceed the prices in the purchase orders 
now held by Studebaker-Packard Corp. for identical parts or, in the case of 
parts of a different kind from those covered in the said purchase orders, the 
average prices of like items from other sources. 

The Air Materiel Command will be instructed to provide for Air Force andit 
of Utica-Bend Corp. costs in connection with the administration of the cost- 
plus-a-fixed-fee subcontract outlined above. 

Very truly yours, 
W. A. Davis, 
Colonel, USAF, Director, Procurement and Production Office, Deputy 
Chief of Staff, Materiel. 


Mr. Courtney. Enclosure 5 is a letter from John Dykstra, vice 
president and group executive, Ford Motor Co., to the Department 
of the Air Force, which was enclosure 5. 


Forp Moror Co., 
Dearborn, Mich., August 24, 1956. 
Re J-57, Studebaker-Packard. 
DEPARTMENT OF THE AIR FORCE, 
Headquarters USAF, Washington, D. C. 


(Attention: Col. W. A. Davis, Director, Procurement and Production 
Office, Deputy Chief of Staff, Materiel.) 


GENTLEMEN: We acknowledge receipt of your letter dated August 6, 1956, 
wherein you have outlined a desired program for the substitution of Utica- 
Bend Corp. in lieu of the Studebaker-Packard Corp. as a parts supplier under 
our J-57 engine program at Chicago. We have reviewed your letter, together 
with the letter of Studebaker-Packard Corp., dated August 2, 1956, attached 
to your communication, and are desirous of cooperating with the Air Force 
concerning this shift in sourcing in the best interest of national security. 

At our solicitation, Studebaker-Packard Corp., under date of August 10, 1956, 
has assured us that the prerequisites to termination, as set forth in the second 
paragraph of the Studebaker-Packard letter of August 2, have been accom- 
plished, and that the termination action may proceed with due dispatch. A 
copy of this letter is attached for your information. 

On the basis of preliminary discussions with representatives of both Studebaker- 
Packard Corp. and Utica-Bend Corp., we are planning to effectuate this change 
in sourcing at the end of this month. A no-cost termination settlement agree- 
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ment consistent with the objectives outlined in your letter of August 6, will be 
negoiated and executed between Ford Motor Co. and Studebaker-Packard Corp., 
effectuating termination as of midnight, August 31, 1956, and a new subcontract 
with Utica-Bend Corp. will be negotiated and executed between Ford and that 
company effective September 1, 1956. 

The contemplated resourcing action, as outlined in the preceding paragraph 
assumes that appropriate instructions implementing your letter of August 6 will 
be issued to us by the procurement contracting officer for our contracts with the 
Air Force covering the production and delivery of J—57 engines. 

We wish to assure the Air Force that all reasonable action, including vendor 
assistance to the Utica-Bend Corp., will be taken by us to accomplish delivery of 
J—57 engines as required by the Air Force. If any acute problems develop in 
this area, we will apprise you of such situation. 

Yours very truly, 
JOHN DYKSTRA, 
Vice President and Group Ezecutive. 


Mr. Courrnry. The next is enclosure 6, Mr. Chairman, as to which 
I think it is only necessary to introduce the first two pages into the 

record. The remaining pages are more or less standard Government 
contract clauses. 

This is a letter contract AF 33 (600)-33631, amount: $4,800,000. 

It is marked: “FCR: Exempted; Property Class: None. Depart- 
ment of the Air Force and Utica-Bend Corp. 

“Contract for: Facilities for the J-57 Program”, issued out of 
Wright Field.” 

Negotiated by W. K. Sheehan. 

“This instrument has been negotiated pursuant to section 2 (c) 

10)”— 

(The document referred to follows :) 


Lerrer ConTRACT BETWEEN DEPARTMENT OF THE AIR FoRCE AND UTICA-BEND: 
Corp., Utica, Micn. (CONTRACTOR) 


Contract No. AF 33 (600)-83631 
Amount: $4,800,000 (debit). 
FCR: Exempted. 

Property class: None. 

Project No. 1013A. 


Contract for: Facilities for the J-57T program. 
Place: Wright-Patterson Air Force Base, Ohio. 


ADMINISTRATIVE INFORMATION 


Office of USAF Administration: Chief, Indianapolis Air Procurement District, 
7th floor, Test Building, 54 Monument Circle, Indianapolis, Ind. 

The sums to be expended by the Government hereunder are chargeable to the 
following allotments, the available balances of which are sufficient to cover the 
same : 

P. R. No. 630756; initiator, H. R. Shanks, MCPBIA; allotment No. 57X3100 
763-1800 P151-09 S32-—609 : amount, $4,800,000 (debit). 

The Finance Officer, USAF, Wright-Patterson Air Force Base, Ohio, is des- 
ignated as the officer to make payments, if any, in accordance with this contract. 

Type contract contemplated : Cost. 

Buyer: W. K. Sheehan, MCPBIF. 

This instrument has been negotiated pursuant to section 2 (c) (10) of Public 
Law 413, 80th Congress. 

Any required DO ratings will be assigned by the office having overall admin- 
istrative responsibility for this contract. 

Funds are considered as having been committed rather than obligated by 
the issuance of this contractual instrument (Public Law 663, 83d Cong.). 
Such funds will be obligated by DD Form 702 “Order for Purchase of Supplies 
or Services.” The Administrative Contracting Officer will issue such forms (i) 
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to approve work under the contract requiring his authorization and obligate 
funds therefor, and (ii) to obligate funds for work under the contract not re- 
quiring his authorization. Such forms shall be serially numbered, shall include 
the facilities contract number, identification of the item(s) for which funas 
are obligated, and the amount (i. e., estimated cost of work) and allotment 


number(s) of funds obligated and shall be distributed pursuant to applicable 
regulations. (See AFPC 16, May 1, 1956.) 


HEADQUARTERS AIR MATERIEL COMMAND, 
Wright-Patterson Air Force Base, Ohio, July 19, 1956. 


Letter contract No. AF 33(600)-33631 
MCPBIF/WKS/hje 


Uttca-BEND CorpP., 
Utica, Mich. 
DEAR Sires: 
1. INTRODUCTORY PARAGRAPH 


It is expected that the Government will enter into a contract with the Con- 
tractor whereunder Contractor will be furnished certain Government-owned 
facilities and will be authorized to perform certain work necessary to move and 
install facilities for use in the production of J-57 engine components, in accord- 
ance with scheduled Air Force requirements, and in connection therewith Con- 
tractor will be authorized to perform items of work as set forth in exhibit A, 
attached. 

It is expected that the total costs under such contract will be approximately 
$12,000,000 in cost. 

2. DIRECTED TO PROCEED 


In anticipation of such contract the Contractor is hereby authorized and 
directed except as otherwise expressly provided herein to the contrary (i) to 
aecept such Government-owned machinery and equipment, and (ii) to perform 
the items of work specified in exhibit A attached, subject to any prior written 
approvals required thereby. Normally, no item shall be authorized for manu- 
facture or acquisition hereunder until it has been determined that a suitable 
like item cannot be furnished by the Government (Department of the Air Force) 
out of its Industrial Reserve; however, such requirement can be waived solely 
at the discretion of the Contracting Officer. 


3. CONTRACT CLAUSES INCORPORATED RY REFERENCE 


The provisions of the contract clauses set forth in the following paragraphs 
of the Armed Services Procurement Regulation and the Air Force Procurement 
Instruction in effect on the date hereof, and the additional clauses which are 
made a part of this letter contract in exhibit A, are hereby incorporated into 
this letter contract by reference, with the same force and effect as though herein 
set forth in full. 

(a) ASPR paragraphs: 7—-103.1 (Definition) ; 7-103.8 (Assignment of Claims) ; 
7-103.12 (Disputes) ; 7—-103.14 (Buy American Act); 7—-103.19 (Officials Not to 
Benefit); (Utilization of Small-Business Concerns); 7-104.16 (Gratuities) ; 
7-105.3 (Notice to the Government of Labor Disputes) ; 7-203.7 (Records) ; 
9-102.1 (Authorization and Consent) ; 9-104 (Notice and Assistance Regarding 
Patent Infringement) ; 9-110 (Reporting of Royalties) ; 12-208 (Convict Labor) ; 
12-303.1 (Kight-Hour Law of 1912); 12-604 (Walsh-Healey Publie Contracts 
Act) ; 12-804 (Nondiscrimination in Employment). 

(b) AF1 paragraphs: 7-2703.3 (Factual Appendixes) ; 7-2703.4 (Reports to 
be Furnished by the Contractor) ; 7-2703.7 (Taxes and Utilities) ; 7-2703.8 (In- 
spection and Access); 7-—2703.11 (Subcontracts) ; 7-2708.14 (Cancellation of 
Subcontracts) ; 7-2708.25 (Title) ; 7-2703.26 (Possession) ; 7-2703.27 (Liability 
for Government-Owned Property) ; 7-2703.28 (Maintenance) ; 7—2703.29 (Right 
of Diversion) ; 7—2703.30 (Responsibility for Damages); 7-2703.31 (Reserva- 
tion of Rights) : 7-2704.1 (Labor Standards in Construction Contracts) ; 7-2704.6 
(Government Bills of Lading) ; 7-2704.7 (Loading, Blocking and Bracing Re- 
quirements). 


94707—57——6 
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4, PROVISION FOR DEFINITIZING CONTRACT 


By acceptance hereof the Contractor undertakes, without delay, to enter into 
negotiations with the United States Air Force looking to the execution of a 
definitive contract which will include the clauses enumerated above and all 
other applicable clauses then required by Federal Law, Executive Order, and 
applicable Procurement Regulations. The definitive contract will also contain 
terms and conditions as agreed to by the parties which may or may not be at 
variance with the provisions of this letter contract. It is expected that such 
definitive contract will be executed prior to October 15, 1956. 


5. AUTHORITY TO OBLIGATE FUNDS 


The contractor is not authorized to expend or to obligate the Government in 
furtherance of its performance hereunder more than $4,800,000 in the aggregate. 


6. USE CHARGE 


It is anticipated that the definitive contract contemplated hereby will provide 
that the Contractor will pay a use charge for any use of the facilities provided 
hereunder for which legal consideration is not obtained by the Government 
through the applicable Government prime contracts. 


7. DATE FOR USE OF FACILITIES 


It is agreed that the Contractor will use its best efforts to have the facilities 
provided hereunder installed and/or otherwise prepared for use on or before 
January 1, 1957. 

8. TERMINATION 


(a) In case the definitive contract is not executed by the date specified in the 
paragraph hereof entitled “Provision for Definitizing Contract” because of the 
inability of the parties to agree upon a definitive contract, this letter contract 
may be terminated in its entirety by either party by delivering to the other party 
a notice in writing specifying the effective date of termination, which date shall 
not be earlier than 30 days after receipt of such notice. Termination at the 
option of the Contractor shall not relieve the Contractor of any of its obligations 
or liabilities under any other Government contract. 

(b) The Government may at any time terminate this letter contract in whole 
or in part for its convenience by giving the Contractor a written notice of such 
termination. 

(c) The Contractor will promptly terminate work hereunder and any orders 
placed hereunder for facilities as may be directed or required by any termina- 
tion hereunder. 

(d) Upon termination, the Government will reimburse the Contractor in an 
amount or amounts to be agreed upon between the parties by negotiation, for 
the unreimbursed costs incurred or obligated in the performance of this letter 
eontract or that portion hereof so terminated. The total reimbursements to 
be made under this paragraph (d) including any payments previously made 
hereunder shall not exceed the amount or amounts specified in the clause en- 
titled “Authority to Obligate Funds” hereof. In the event of the failure of the 
parties to agree as to such amount or amounts, the Contracting Officer shall 
determine the amount or amounts of such cost under the “Disputes Clause” 
of this contract. 

(e) It is agreed that upon any termination (either in whole or in part) be- 
coming effective, the Contractor will dispose of the facilities subject to such 
termination as the Contracting Officer may direct, and the Contractor will be 
reimbursed for costs incurred with the approval of the Contracting Officer in 
connection with such disposal. 


9. PROVISION FOR EXECUTION 


The Contractor’s acceptance of this contract will be indicated by affixing 
its signature to four copies of this letter and returning three of such executed 
copies forthwith to Headquarters, Air Materiel Command, Attention: Industrial 





a 
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Resources Division. Such acceptance will constitute this agreement a contract 
on the terms set forth herein. 
THe Unitrep Srates or AMERICA. 
By Gerorce W. NANN, 


Contracting Officer. 
Accepted July 25, 1956. 


(Affix Corporate Seal.) 
Urtica-Benp Corp., Utica, Mich. (Contractor). 
By: George R. Hi11, Vice President. 
MCP 71-651-—(4) 
(Rev.) 8 Mar 56. 
AF 33(600)-33631 


Exursir A 


The following paragraph, entitled “Reimbursement” is added to the con- 
tract: 


10. REIMBURSEMENT 


A. The Government will pay to the Contractor upon inspection and accept- 
ance by the Contracting Officer of the items or the work specified in the exhibit 
A, subject to the provisions of paragraph B of this paragraph the direct costs 
incurred in the performance of such items of work, hereinafter referred to as 
“Allowable Cost,” determined in accordance with parts 2 and 6, section XV 
of the Armed Services Procurement Regulation for items other than con- 
struction, and in accordance with parts 4 and 6 of said section XV for items of 
construction, if any. 

B. Once each month (or at more frequent intervals, if approved by the Con- 
tracting Officer) the Contractor may submit to an authorized representative of 
the Contracting Officer, in such form and reasonable detail as such representative 
may require, an invoice or public voucher supported by a statement of cost 
incurred by the Contractor in the performance of this contract and claimed to 
constitute Allowable Cost. Each statement of cost shall be certified by an officer 
or other responsible official of the Contractor authorized by it to certify such 
statements. As promptly as may be practical after the receipt of each invoice 
or voucher and statement of cost, the Government shall, except as hereinafter 
provided, make payment thereon as approved by the Contracting Officer. Such 
payment may include progress payments made to subcontractors or suppliers for 
machine tools and construction projects ordered hereunder in those eases where 
the subcontractor or supplier requires progress payments therefor and the sub- 
contract or purchase agreement therefor contains a progress payments clause 
approved in writing by the Contracting Officer. Such payment shall be an 
amount not exceeding 75 percent of the total of Contractor’s allowable cost in- 
cluded on each such invoice. At any time or times prior to final payment under 
this contract the Contracting Officer may cause to be made such audit of the 
invoices or vouchers and statements of cost as shall be deemed necessary. Each 
payment theretofore made shall be subject to reduction to the extent of amounts 
included in the related invoice or voucher and statement of cost which are found 
by the Contracting Officer on the basis of such audit not to constitute allowable 
cost and shall also be subject to reduction for overpayments or to increase for 
underpayments on preceding invoices or vouchers. The Contractor shall repay 
to the Government, at any time requested, any overpayment theretofore made. 
In no event shall reimbursement aggregating more than $3,600,000 be made 
under this paragraph 10 of this letter contract. No reimbursement of overhead 
expenses shall be made under this letter contract, except in the event of termina- 
tion thereof. 

C. Except as otherwise provided in this contract, the cost of premium wage 
compensation, including overtime work, will be recognized in any price adjust- 
ment under the terms of this contract only to the extent approved in writing 
by the Contracting Officer. 


Part 1. Items of work (see par. 1) 


Item 1. With the prior written approval of the Air Force Contracting Officer, 
accomplish or have accomplished the preparation for shipment and shipment of 
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Government and privately owned machine tools and production equipment, now 
located in the Studebaker-Packard plants in Detroit, Mich., required for the 
production of J-57 engine components to the Chippewa Plant, South Bend, Ind., 
of Studebaker-Packard Corp. which has been or will be leased to the Contractor. 

Item 2. Install or have installed the machinery and production equipment set 
forth in item 1 above in the Chippewa Plant at South Bend, Ind. 

Item 3. With the prior written approval of the Air Force Contracting Officer, 
remove or have removed from the Chippewa Plant, and transport or have trans- 
ported to other plants of the Studebaker-Packard Corp. in South Bend, Ind., 
facilities and inventory now utilized in the commercial truck production line and 
export packaging operation. 

Item 4. Make or have made initial inventory of the Government-furnished ma- 
chinery and production equipment. 


Mr. Courtney. The next enclosure was No. 6—A, which is a contract, 
Air Force, No. 33(600)-33631, issued out of Headquarters, Air Mate- 
riel Command, to Utica-Bend Corp., facilities for production of J-57 
components, amount $12 million, Contract Officer H. A. Shanks, exe- 
cuted under the provisions of section 2 (c) 10 of Public Law 413, now 
section 2304 (a) 10. 

Reference on the first page indicates the source of the funds. 

Mr. Chairman, I think only the first three pages of this contract are 
relevant for the present study. The remaining portion of the docn- 
ment contains standard Government contracting clauses. However, I 
would suggest that the whole document be made available. 

(The contract is as follows :) 


DEPARTMENT OF DEFENSE NEGOTIATED CONTRACT 


DEPARTMENT OF THE AIR FORCE CONTRACT NO. AF 33(600)—33631 


Project No. 1013-—A. 
Issuing office FCR: Exempt. 
Name: Utica-Bend Corp. 
Address: Utica, Mich. 
Contract for facilities for the production of J-57 components : 
Amount: $12,000,000. 
Appropriation and other administrative data: 
Office of USAF Administration: Chief, Indianapolis Air Procurement District, 
7th Floor, Test Building, 54 Monument Circle, Indianapolis, Ind. 
Finance Office: Finance Officer, USAF, Wright-Patterson Air Force Base, Ohio. 
P. R. No. 630756; initiator, H. A. Shanks, MCPBIA-3; allotment No. 57X3100 
763-1800 P151-09 S33-600; amount, $12,000,000. 


Funds are considered as having been committed rather than obligated by the 
issuance of this contractual instrument. (Public Law 663, 83d Cong.) Such 
funds will be obligated by DD Form 702, “Order for Purchase of Supplies or Serv- 
ices.” The Administrative Contracting Officer will issue such forms (i) to ap- 
prove work under the contract requiring his authorization and obligate funds 
therefor, and (ii) to obligate funds for work under the contract not requiring 
his authorization. Such forms shall be serially numbered, shall include the 
facilities contract number, identification of the item(s) for which funds are 
obligated, and the amount (i. e., estimated cost of work) and allotment number(s) 
of funds obligated and shall be distributed pursuant to applicable regulations. 
(See AFPC 16, May 1, 1956.) 
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This negotiated contract is entered into pursuant to the provisions of sec- 
tion 2 (c) (10) of the Armed Services Procurement Act of 1947 (Public Law 413, 
80th Cong.), and any required determination and findings have been made. 

This contract is entered into as of August 24, 1956, by and between the United 
States of America, hereinafter called the Government, represented by the Con- 
tracting Officer executing this contract, and Utica-Bend Corp. (name of con- 
tractor). 

(i) a corporation organized and existing under the laws of the State of Dela- 
ware. 

ADMINISTRATIVE COMMITMENT DOCUMENT 
To MCCQ. 
Date: August 17, 1956. 
Contractual Instrument No. AF 33(600)-33631. 
Contractor: Utica-Bend Corp. 
FR Item No, n/a; Cont. item No, 1-2 3-4. 
Sontract quantity n/a. 


FR and accounting classification: P. R. 630756 (complete) 57X3100 763-1800 
P151-07 833-600 ; $4,800,000 of the amount has been obligated on Letter Contract 
AF 33 (600)-83631. Total cost : $7,200,000. 

Make payment for items 1, 2, 3, and 4 from: 57X3100 763-1800 P151-07 
$33-600. Total cost : $7,200,000. 

Make payment for FDT for items 1, 2, 3, and 4 from: 57X3100 763-7400 
P151-03 833-623. Total cost : $7,200.000. 

Prepared by: 

(Signed) W. K. Sheehan, 
W. K. SHeenan—MCPBIF—2-1117. 


The supplies and services to be obtained by this instrument are authorized by, 
are for the purpose set forth in, and are chargeable to allotments enumerated 
above, the available balance of which is sufficient to cover the cost in an amount 
not to exceed $7,200,000. 

(Signed) THEeLMA L. JOHNSON 
(For Robert C. Bordley, Chief, Commitment Obligation Br., Central 
Procurement.) 


Date: August 31, 1956. 
PREAMBLE 


The Contractor has entered into or is about to enter into Subcontracts or 
Purchase Orders with Ford Motor Co. for the production of J-57 engine com- 
ponents under a prime contract with the Government. Such contract or Pur- 
chase Orders for the same components had previously been entered into between 
the Studebaker-Packard Corp. and Ford Motor Co. Facilities had been provided 
by the Government to Studebaker-Packard Corp., under Facilities Contract 
AF 33(038)-20796 for the production of said J-57 engine components. It is 
now desired to provide these facilities to the Contractor. The Government 
subject to the availability of funds will furnish the Contratcor such additional 
machinery and equipment as are determined by the Air Force to be required 
for the production of said J-57 components. 

The parties hereto have previously entered into Letter Contract No. AF 
38 (600)-33631. It is now desired to supersede such letter contract to place 
additional funds on the contract. 
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LIST OF CONTRACTUAL CONTENTS 


This contract consists of the following: 
Cover page. 
List of contractual contents. 
Preamble consisting of 1 page. 
General provisions as follows: 


ipmine 3; eee i ki i sks tin seo 1 
Caren a Bw wereee oO De BROvICdt... 6 oo 1 
Chawhe 3. Factual Spend Kees aa ee ee ti wk 2 
Clause 4. Reports to be furnished by the contractor_______-__-________ 2 
Cee Oe IS BI CATON UOT in oii een REEL ks 4and5 
Cleese 6. “Reimbpereement 'q..... Sass co aa eee 5 
reer G.I nnn ce eth lade niieban cnecalss 5 
Clagee 8. Tampection Gnd ACCOMG sn cticie ssa ct icddbcaded’ 6 
SNe Sy. RUGS OE CURIIIG oi crests cide mepicEtivenatintinbiateaabsaeeee 6 
aN IAS CII 90 rial ks siti eatin esi hs saemicdemtntensnimepeianatiy 6 and 7 
IR Fis PCAN OOD, csishescstpeeenshic asanteecinesis Uk Seales 0b bi lectgdiaites ahaa dni 8 
Clause 12. Utilization of small business concerns_____.------_-------- 8 
I Tie. II ais ication naan aad Ackcintiigg incciectntaiahieninctantiaiaiaiiadin 8and9 
Clause 14. Cancellation of subcontracts..............-..---.....--. 10 
Clause 15. Continuing plant clearence....._.........-..........~.. 10 
Ree Bes SPINNING nn oe es ees Bd se dee eaeees 10. 
Clause 17. Notice and assistance regarding patent infringement_____- 11 
Cheese $8. ay American OCbsi ck niceekssiincicdattanvbcse 11 
a Siar iN OO i i cas ti panini penn mem ceeipcsapenivelaiessb sion 11 
ne REPRE WOW CN RED creche acccceesthacasescomssiinaeereanetacyibaoanabnes 12 
Clause 21. Walsh-Healey Public Contracts Act__--.------..-------- 12 
Clause 22. Nondiscrimination in employment ____---__---_---------- 12 
Cianse 25. OGichiin mot to DeweBtl ist bl eh 12 
Clause 24. Covenant against contingent fees_........_._._....-___--__ 13 
PU RI a tae ic AES tl le tcc neni cactnacbighia alies Micah nhaijacaascchiee 13 
Cae DE.) PGRN fe a) hh cad ciiitiseentnmddbbeianlstnds 13 
Clause 27. Liability for Government property___-..--.----_- 13, 14, and 15 
UN Tek NTO i a cinta nce tietbia enti oes anepaee tenes 15 
IIR SUC TURP ss 1 ss a scien duane iamin anti 15 
Clause 30. Responsibility for damages_____._-__---_--._---------- 15 and 16 
Clauses Sh: Reservation: of: righWe. 15s is cet ntd seetietitnts 16 
Clause 32. Labor standards in construction contracts_.____-_ 16, 17, and 18 
RRRS BO IOREEON ~ 2 icine cnn en ibe chose AURedns seis 18 
(Rewes Si: Reperting.0f  Toynitictisnidsddkcwewsennttewniscnus 19 and 20 
Cinnes 35; Renegotietion...... cseccicd hs Aeterna 20 
Canna BG. TOROS: 5s sient donned sR cee aaee en 20: 
Clause 37. Government bills of lading._._._...-_-__-____--__-_-_-_-_---~ 21 
Clause 38. Loading, blocking and bracing requirements___-__._--_-~~ 21 
Clause 39. Notice to the Government of labor disputes____.._.--___~- 21 
Clause 40. Authorization and consent__._---_--__------_---__..--_-- 21 
ON SER ARUN IDS, ncrscsineniesneesretenanginannnaiicheabatiioannealsiaheCidecbeuthiabsiiingesaintty 21 
ilamee 62: Aleorations in. COREA W.. scndenmcncmiigmnscndquncoumenee 21 
Clause 43. Negotiated overhead rates.._..-..-..----.-..--------..-- 23. 


(The balance of this document is in the subcommittee’s files. ) 


SCHEDULE 
Part 1. Items of work 


Item 1. With the prior written approval of the Air Force Contracting Officer, 
accomplished the preparation for shipment and shipment of Government and 
privately owned machine tools and production equipment, now located in the 
Studebaker-Packard plants in Detroit, Mich., required for the production of J-57 
engine components to the Chippewa Plant, South Bend, Ind., of Studebaker- 
Packard Corp. which has been or will be leased to the Contractor. 

Item 2. Install or have installed the machinery and production equipment set 
forth in item 1 above in the Chippewa Plant at South Bend, Ind. 

Item 3. With the prior written approval of the Air Force Contracting Officer, 
remove or have removed from the Chippewa Plant, and transport or have trans- 
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ported to other plants of the Studebaker-Packard Corp. in South Bend, Ind., 
facilities and inventory now utilized in the commercial truck production line 
and export packaging operation. 

Item 4. Make or have made initial inventory of the Government-furnished 
machinery and production equipment. 


Part 2. Government-furnished property (see clause 2, par. B) 


Item 1. Such Government-owned machinery and equipment (elsewhere herein 
referred to as “facilities”) previously provided to Studebaker-Packard Corp., 
for the production of J-57 engine components as aas been or may be furnished 
to the Contractor by the Government for the production of J-57 components at 
the location designated in part 3 hereof. 


Part 8. Location of facilities 


Contractor’s plant at South Bend, Ind., and such temporary locations includ- 
ing but not limited to subcontractor plants as may be authorized by the Con- 
tracting Officer. 


Part 4. Target date for the completion of work 


Contractor agrees to use its best efforts to have the facilities provided here- 
under installed or otherwise prepared for use on or before January 1, 1957. 


Part 5. Reimbursable costs 

A. Direct costs: 

(1) The cost to the contractor of material including complete items of facili- 
ties directly used in the performance of the items of work set forth in part 1 
hereof. 

(2) The cost to the contractor of direct labor (exclusive of overtime and other 
payroll premiums) used in the performance of the items of work set forth in 
part 1 hereof. 

(3) The cost to the contractor (including the cost of cancellation pursuant to 
clause 14A of this contract) of subcontracts placed in the performance of the 
items of work set forth in part 1 hereof (other than subcontracts for services to 
be performed in the acquisition of facilities). 

B. Indirect costs: 

The periods to be covered by the negotiated final overhead rates contemplated 
by the clause hereof entitled “Negotiated Overhead Rates” shall be from August 1, 
1956, to July 31, 1957, inclusive and each succeeding 12 months period thereafter. 
Pending the establishment of such final rates contractor shall be reimbursed for 
indirect costs at a provisional rate of 80 percent of the cost of direct labor reim- 
bursable hereunder. 


Part 6. Funds on the contract, $12,000,000 


Part 7. Superseded agreement 


Letter Contract No. AF 33(600)-33631 dated July 19, 1956, and all amend- 
mendts thereto are hereby superseded. It is agreed that the terms and conditions 
of this definitive contract will be retroactive to July 19, 1956. 

* * * and obligations of the parties to this contract shall be subject to and gov- 
erned by the Schedule of General Provisions. To the extent of any inconsistency 
between the Schedule or the General Provisions of any specifications or other 
provisions which are made a part of this contract by reference or otherwise, the 
Schedule and the General Provisions shall control. To the extent of any incon- 
sistency between the Schedule and the General Provisions, the Schedule shall 
control. 

The Contractor represents that the aggregate number of employees of the 
Contractor and its affiliates is (x) 500 or more (+) less than 500. 

In witness whereof, the parties hereto have executed this contract as of the 
day and year first above written. 

THe UNITED STATES OF AMERICA, 
By Grorce W. Nann, 
Contracting Officer. 
By Georce R. Hm1, 
Vice. President, Utica, Michigan. 


Nore.—Contractor, if a corporation, should cause the following certificate ‘to 
be executed under its corporate seal, provided that. the same officer shall not 
execute both the contract and the certificate. 
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CERTIFICATE 


I, M. R. Jordan, Jr., certify that I am the Secretary of the corporation named as 
Contractor herein ; that George R. Hill, who signed this contract on behalf of the 
Contractor, was then Vice President of said corporation; that said contract was 
duly signed for and in behalf of said corporation by authority of its governing 
body, and is within the scope of its corporate powers. 

(Corporate seal) M. R. Jorpan, Jr. 


Mr. Courrney. The next enclosure, Mr. Chairman, is a memoran- 
dum by Dudley C. Sharp, July 17, 1956, for the Secretary of Defense. 

(The memorandum referred to ‘follows: ) 

JULY 17, 1956. 
Memorandum for the Secretary of Defense. 
Subject: Authorization of facility costs for relocation of Studebaker-Packard 
J-57 subcontract work. 

1. Reference is made to recent discussions concerning several Curtis-Wright 

Corp. proposals and, in particular, the proposal for consolidating in the Utica- 


Bend Corp. the Department of Defense production contracts currently held by 
the Studebaker-Packard Corp. 


2. In furtherance of this proposal, it is intended to relocate the J—57 subcon- 
tract work from the Studebaker-Packard (Detroit) facility, known as the 


“Grand Boulevard Plant,” to the South Bend facility (previously known as 
Plancor 40). 


8. It is estimated that Air Force costs attendant to this action, such as the 


relocation of production equipment and plant rearrangement, will approximate 
$12 million. 


4. In accordance with the provisions of Department of Defense Directive 


4275.2, your approval is required prior to authorization of a facility contract 
for this work. 

5. The funds required for this facility program are in excess of funds pres- 
ently programmed and appropriated for fiscal year 1957, and the implementa- 


tion of this expansion will be contingent upon the availability of additional 
funds. 


Dupiey C. SHARP. 


Mr. Courtney. The enclosure 6—C is a memorandum for the Secre- 
tary of the Air Force, signed by the Secretary of Defense, dated July 
20, 1956, directing funding from the Assistant Secretary of Defense, 
Comptroller. 

(The memorandum referred to follows :) 


THe SECRETARY OF DEFENSE, 
Washington, July 20, 1956. 
Memorandum for the Secretary of the Air Force. 
Subject: Authorization of facility costs for relocation of Studebaker-Packard 
J-57 subcontract work. 

Reference is made to memorandum for the Secretary of Defense, subject as 
above, dated July 17, 1956, signed by the Assistant Secretary of the Air Force 
(Materiel). 


The facilities expansion proposed in the referenced memorandum is hereby 
approved. Arrangements with respect to the necessary funding should be taken 
up with the Assistant Secretary of Defense (Comptroller). 

C. E. WILson. 

Mr. Courtney. The next enclosure is No. 7. It is entitled, “Letter 
Contract, negotiated, section 2 ip} 028), which is now 2304 (a) | 16) 
for overhaul J—47 engines, from Department of Air Force to Utica- 
Bend Co 5 contracting officer, H. G. Latham.” 

Again, fr. Chairman, only the introductory pages, I think, are ma- 
terial to be included in the record itself. 


The remaining clauses appear to be standard government clauses. 
(The document referred to follows :) 


ee 
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LetTerR CONTRACT BETWEEN DEPARTMENT OF THE AIR Force AND Utica-BEND Corp. 


Contract No. AF33 (600) 33601. 

Class: 02-A (J-47). 

Contract for: Overhaul of 500 each J-47-GE-25/25A-type aircraft engines. 

Place: Headquarters, Air Materiel Command, Wright-Patterson Air Force 
Base, Ohio. 

Administrative information: Finance Office, USAF, 5555 South Archer Ave- 
nue, Chicago 38, IIL, is designated as the officer to make payments, if any, in 
accordance with this contract. 

The sums to be expended by the Government hereunder are chargeable to the 


following allotments, the available balances of which are sufficient to cover the 
same: 


PR: OC-720520 (complete) : 3 
5773400 063-1804 P431(2)-07 S34-601___-.-.-.-.-.-.--..-~-.. $3, 596, 500 
5773400 063-1804 P431(9)-07 834-601 


OE a a  eciaaiie 3, 692, 500 


The office having overall administrative responsibility for this contract is: 
Detroit Air Procurement District (MCAMA), W. Warren Avenue and Lonyo 
Boulevard, Detroit 32, Mich. 

Contractor’s invoices or vendor’s shipping documents used as invoices shall 
be made out to the Finance Officer designated to make payment hereunder, if 
any, and shall be sent by the Contractor to the Administrative Office for record- 
ing and forwarding to the Finance Officer for payment. 

Point of inspection and acceptance and f. o. b. point: Contractor’s plant at 
Utica, Mich. 

Type contract contemplated: FPR(MR). 

Purchase Request No. : OC-720520. 

Initiator : James H. Harmon (OCMCB). 

Buyer: H. G. Latham (MCPMEB). 

FCR Serial No. : “Waived.” 

This instrument has been negotiated pursuant to section 2 (c) (16) of Public 
Law 413, 80th Congress. 


DEPARTMENT OF THE AIR FORCE, 
Arm MatTerier COMMAND, 


July 18, 1956. 
Letter contract. 


Contract No. AF'33 (600) 33601. 
Name: Utica-Bend Corp. 
Address: Utica, Mich. 


DEAR Sirs: 
1. INTRODUCTORY PARAGRAPH 


An order is hereby placed with the Contractor for the furnishing to this Goy- 
ernment of the supplies or services set forth in exhibit A attached hereto and 
hereby made a part thereof. 


2. DIRECTION TO PROCEED 


Except as otherwise expressly provided to the contrary herein, the Contrac- 
tor is directed, upon its acceptance of this order, to proceed immediately to pro- 
cure the necessary materials, and to commence the manufacture of the supplies 
or performance of the services called for herein, and to pursue such work with 


all diligence to the end that the supplies may be delivered or services performed 
at the earliest practicable date. 


3. CONTRACT CLAUSES INCORPORATED BY REFERENCE 


(a) The provisions of the contract clauses set forth in the following para- 
graphs of the Armed Services Procurement Regulation im effect on the date 
hereof, and the additional clauses which are made a part of this letter contract 
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in exhibit A, are hereby incorporated into the letter contract by reference with 
the same force and effect as through herein set forth in full: 
7-103.1 (Definitions) 
7-103.2 (Charges) 
7-103.3 (Extras) 
7-103.4 (Variation in Quantity) 
7-103.5 (Inspection) 
7-103.6 (Responsibility for Supplies) 
7-103.8 (Assignment of Claims) 
7-103.9 (Additional Bond Security) 
7-103.12 (Disputes) 
7-103.14 (Buy American Act) 
7-103.19 (Officials Not to Benefit) 
7-103.20 (Covenant against Contingent Fees) 
7-104.12 (Military Security Requirements) 
7-104.14 (Utilization of Small Business Concerns) 
7-104.15 (Examination of Records) 
7-104.16 (Gratuities) 
7-104.13 (Priorities, Allocations and Allotments) 
9-102.1 (Authorization and Consent (Supply) ) 
9-104 (Notice and Assistance) 
9-110 (Reporting of Royalties) 
11-401 (Federal, State, and Local Taxes) 
12-202 (Convict Labor) 
12-303.1 (EHight-hour Law of 1912) 
12-604 (Walsh-Healey Public Contracts Act) 
12-804 (Non-Discrimination in Employment) 
13-502 (Government-Furnished Property) 


(The balance of this document is in the subcommittee’s files. ) 


Exuipit A to Letter Contract AF33 (600)-33601 


1. The Contractor shall furnish to the Government the services and supplies 
necessary to accomplish the following: 

Item 1. The Overhaul of five hundred (500) J-47-GH-25/25A type aircraft 
engines in accordance with the provisions of Appendix A, Oklahoma City Air 
Materiel Area publication entitled “Work Specification for Overhaul of J-47-GE- 
25/25A,” dated June 11, 1956, and Appendix B, Oklahoma City Air Materiel Area 
publication entitled “Supply Information,” dated March 1, 1956, both incor- 
porated herein by reference and hereby made a part hereof. 

2. (a) The work called for under item 1 above will be accomplished in such 
a manner as to provide an overhaul capability of one hundred (100) engines per 
month by July 1957. 

(b) It is the intent of the Government to continue contract placement for 
production of J-47 engine overhaul with the Utica-Bend Corp. at the rate of 
one hundred (100) per month for fiscal year 1958 and fiscal year 1959 provided 
contractor’s performance in fiscal year 1957 (for fiscal year 1958 follow-on), and 
fiscal year 1957 and fiscal year 1958 (for fiscal year 1959 follow-on) is satis- 
factory to the United States Air Force and further contingent on the availability 
of funds to the United States Air Force. 

8. The Contractor shall accomplish any “plant rearrangement” necessary for 
the performance of item 1, subject to the prior approval of the Administrative 
Contracting Officer. It is understood and agreed that the Contractor shall be 
reimbursed by the Government the actual cost (no profit) of such plant rear- 
rangement except to the extent that any such costs are reimbursable under any 
other contract between the Contractor and the Government. 

4. The Government shall furnish to the Contractor as Government-furnished 
Property all of the engines to be overhauled under item 1 in sufficient time to 
enable the Contractor to meet the delivery schedule that will be set forth in 
the definitive Contract. In no event will engines be input later than June 30, 
1957. 

5. Paragraph 8 of the letter contract is hereby deleted and the following 
substituted in lieu thereof: 


Mr. Courtney. The next enclosure, Mr. Chairman, is No. 8, con- 
tract—I make it to be AF 33(600)-33637. Project 178-L; for fur- 
ther identification: From Department of the Air Force to Wright 
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Aeronautical Division, Curtiss-Wright Corp.; amount to be debited 

$20 million; buyer, W. K. Sheehan; executed under section 2 (c) (10) 

of Public Law 413. Now, 2304 (a) of title X, United States Code. 
(The document referred to follows :) 


LETTER CONTRACT BETWEEN DEPARTMENT OF THE AIR FORCE AND CURTISS-WRIGHT 
Corp., WRIGHT AERONAUTICAL DIVISION, QUEHANNA, Pa. (CONTRACTOR) 


Contract No. AF 33 (600)-83637 
Amount: $20,000,000 (debit). 
FCR: Exempted. 

Property class: None. 

Project No. 178-L. 


(Make distribution to Wood-Ridge, N. J.) 


Contract for: Facilities in support of ram jet engine testing at altitude. 
Place: Wright-Patterson Air Force Base, Ohio. 


ADMINISTRATIVE INFORMATION 


Office of USAF Administration: Chief, Philadelphia Air Procurement Dis- 
trict, 1411 Walnut Street, Philadelphia, Pa. 

The sums to be expended by the Government hereunder are chargeable to the 
following allotments, the available balances of which are sufficient to cover the 
same: 

P. R. No. 630752; initiator, H. R. Shanks; Allotment No. 57X3100 763-1800; 
amount, $20,000,000 (debit). 

MCPBIA. 
P151-09 833-600. 


The Finance Officer, USAF, Wright-Patterson Air Force Base, Ohio, is desig- 
nated as the officer to make payments, if any, in accordance with this contract. 

Type contract contemplated: Cost. 

Buyer: W. K. Sheehan, MCPBIF. 

This instrument has been negotiated pursuant to section 2 (c) (10) of Public 
Law 413, 80th Congress. 

Any required DO ratings will be assigned by the office having overall ad- 
ministrative responsibility for this contract. 

Funds are considered as having been committed rather than obligated by the 
issuance of this contractual instrument, (Public Law 663, 838d Cong.) Such 
funds will be obligated by DD Form 702 “Order for Purchase of Supplies or Serv- 
ices.” The Administrative Contracting Officer will issue such forms (i) to ap- 
prove work under the contract requiring his authorization and obligate funds 
therefor, and (ii) to obligate funds for work under the contract not requiring 
his authorization. Such forms shall be serially numbered, shall include the 
facilities contract number, identification of the item(s) for which funds are 
obligated, and the amount (i. e., estimated cost of work) and allotment num- 
ber(s) of funds obligated and shall be distributed pursuant to applicable regu- 
lations. (See AFPC 16, May 1, 1956.) 


HEADQUARTERS AIR MATERIEL COMMAND, 


Wright-Patterson Air Force Base, Ohio, July 25, 1956. 
Letter Contract 


Nr, AF 33(600)-33637 
MCPBIF/WKS/hjc/mel. 
CurtTIss-Wricut Corp., 
Wood-Ridge, N. J. 
DEAR Sir: 
1, INTRODUCTORY PARAGRAPH 


It is expected that the Government will enter into a contract with the Con- 
tractor whereunder Contractor will be furnished certain Government-owned fa- 
cilities and will be authorized to perform certain work necessary to establish fa- 
cilities for the altitude testing of ram jet engines to be located on Government- 
owned or controlled land at Quehanna, Pa., in accordance with scheduled Air 


i 
i 
4 
a 
H 
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Force requirements, and in connection therewith Contractor will be authorized 
to perform items of work as set forth in exhibit A, attached. 

It is expected that the total expansion of facilities to be effected under such 
contract will approximate $39,570,000 in cost. 

It is further expected that the Contractor will accomplish such action as is to 
be agreed upon between the Government and the Contractor and is necessary for 
the proposed test facility to be maintained and operated as a complete, separate 
and independent entity in the event occasion should arise for independent opera- 
tion, and also that the definitive contract will provide for the Government to 
schedule such work as it deems necessary in the facility. 


2. DIRECTION TO PROCEED 


In anticipation of such contract the Contractor is hereby authorized and di- 
rected subject to the prior written approval of the Air Force Contracting Officer 
and except as otherwise expressly provided herein to the contrary (i) to accept 
such Government-owned machinery and equipment, and (ii) to perform the 
A and E work and placement of orders for long lead time items necessary to 
perform the items of work specified in exhibit A, attached. Normally, no item 
shall be authorized for manufacture or acquisition hereunder until it has been 
determined that a suitable like item cannot be furnished by the Government out 
of its industrial reserve; however, such requirement can be waived solely at the 
discretion of the Contracting Officer. 


38. CONTRACT CLAUSES INCORPORATED BY REFERENCE 


The provisions of the contract clauses set forth in the following paragraphs 
of the Armed Services Procurement Regulation and the Air Force Procurement 
Instruction in effect on the date hereof, and the additional clauses which are 
made a part of this letter contract in exhibit A, are hereby incorporated into this 
letter contract by reference, with the same force and effect as though herein set 
forth in full. 

(a) ASPR paragraphs: 7-103.1 (Definitions); 7-103.8 (Assignment of 
Claims) ; 7-103.12 (Disputes) ; 7-103.14 (Buy American Act); 7-103.19 (Offi- 
cials not to Benefit) ; 7-103.20 (Covenant Against Contingent Fees) ; 7—104.10 
(Renegotiation) ; 7-104.14 (Utilization of Small-Business Concerns) ; 7—104.16 
(Gratuities) ; 7-105.3 (Notice to the Government of Labor Disputes) ; 7-—203.7 
(Records) ; 9-102.1 (Authorization and Consent) ; 9-104 (Notice and Assistance 
Regarding Patent Infringement) ; 9-110 (Reporting of Royalties) ; 12-203 (Con- 
vict Labor) ; 12-303.1 (Eight-Hour Law of 1912) ; 12-604 (Walsh-Healey Public 
Contracts Act) ; 12-804 (Nondiscrimination in Employment). 

(b) AFPI paragraphs: 7—2703.3 (Factual Appendices) ; 7-2703.4 (Reports to 
be Furnished by the Contractor) ; 7-2703.7 (Taxes and Utilities) ; 7-2703.8 (In- 
spection and Access); 7-2703.11 (Subcontracts) ; 7-2703.14 (Cancellation of 
Subcontracts) ; 7-2703.25 (Title) ; 7-2703.26 (Possession) ; 7-2703.27 (Liability 
for Government-Owned Property) ; 7-2703.28 (Maintenance) ; 7-2703.29 (Right 
of Diversion) ; 7~2703.30 (Responsibility for Damages); 7-2703.31 (Reserva- 
tion of Rights) ; 7-2704.1 (Labor Standards in Construction Contracts) ; 7-2704.6 
(Government Bills of Lading); 7-2704.7 (Loading, Blocking and Bracing 
Requirements). 

4. PROVISION FOR DEFINITIZING CONTRACT 


By acceptance hereof the Contractor undertakes, without delay, to enter into 
negotiations with the United States Air Force looking to the execution of a 
definitive contract which will include the clauses enumerated above and all other 
applicable clauses then required by Federal Law, Executive order, and applica- 
ble procurement regulations. The definitive contract will also contain terms 
and conditions as agreed to by the parties which may or may not be at variance 
with the provisions of this letter contract. It is expected that such definitive 
contract will be executed prior to October 15, 1956. 


5. ATTHORITY TO OBLIGATE FUNDS 


The Contractor is not authorized to expend or to obligate the Government 
in furtherance of its performance hereunder more than $20,000,000 in the 
aggregate. 
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6. USE CHARGE 


It is anticipated that the definitive contract contemplated hereby will provide 
that the Contractor will pay a use charge for any use of the facilities provided 
hereunder for which legal consideration is not obtained by the Government 
through the applicable Government prime contracts. 


7. DATE FOR USE OF FACILITIES 


It is agreed that the Contractor will use its best efforts to have the facilities 
provided hereunder installed and/or otherwise prepared for use on or before 
February 1, 1959. 

8. TERMINATION 


(a) In case the definitive contract is not executed by the date specified in 
the paragraph hereof entitled “Provision for Definitizing Contract” because 
of the inability of the parties to agree upon a definitive contract, this letter 
contract may be terminated in its entirety by either party by delivering to the 
other party a notice in writing specifying the effective date of termination, 
which date shall not be earlier than 30 days after receipt of such notice. 
Termination at the option of the Contractor shall not relieve the Contractor of 
any of its obligations or liabilities under any other Government contract. 

(b) The Government may at any time terminate this letter contract in whole 
or in part for its convenience by giving the Contractor a written notice of such 
termination. 

(c) The Contractor will promptly terminate work hereunder and any orders 
placed hereunder for facilities as may be directed or required by any termina- 
tion hereunder. 

(d) Upon termination, the Government will reimburse the Contractor in an 
amount or amounts to be agreed upon between the parties by negotiation, for 
the unreimbursed costs incurred or obligated in the performance of this letter 
contract or that portion hereof so terminated. The total reimbursements to 
be made under this paragraph (d) including any payments previously made 
hereunder shall not exceed the amount or amounts specified in the clause en- 
titled “Authority to Obligate Funds” hereof. In the event of the failure of 
the parties to agree as to such amount or amounts, the Contracting Officer 
shall determine the amount or amounts of such cost under the “Disputes 
Clause” of this contract. 

(e) It is agreed that upon any termination (either in whole or in part) be- 
coming effective, the Contractor will dispose of the facilities subject to such 
termination as the Contracting Officer may direct, and the Contractor will be 
reimbursed for costs incurred with the approval of the Contracting Officer in 
connection with such disposal. 


PROVISION FOR EXECUTION 


The Contractor’s acceptance of this contract will be indicated by affixing its 
signature to four copies of this letter and returning three of such executed 
eopies forthwith to Headquarters, Air Materiel Command, Attention: Industrial 
Resources Division. Such acceptance will constitute this agreement a contract 
on the terms set forth herein. 

THE UNrrTep STATES oF AMERICA, 


By Grorce W. Nann, Contracting Officer. 
Accepted JUL 25, 1956. 


( Affix Corporate Seal.) 
Curtiss-WricnHt Corp. Contractor. 
WRIGHT AERONAUTICAL DIVISION 


By  Grorcet R. Hut, Vice President. 
MOP 71-651-(4) 


(Rev 8 Mar 56) 
AF 33 (600)-33637 
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Exutsrr “A” 


Part 1. Items of work (see par. 1) 


Item 1. With the prior written approval of the Air Force Contracting Officer, 
accomplish, or have accomplished, the necessary engineering studies and de- 
sign and prepare the drawings and specifications for ram jet engine test fa- 
cilities having a capability of testing 48 inch ram jet engines through 90,000 foot 
altitude and Mach 4 speed, such design configuration to permit addition of 
facilities or additonal capability for testing with high energy fuels or atomic 
fuel or testing of turbo-fan engines, and on the basis thereof, prepare and 
submit a final design and report. The general scope of such test facilities is 
set forth in Contractor's appendix A covering altitude ram jet facility test 
equipment, dated March 23, 1956, as submited by the Contractor to Head- 
quarters, AMC, however, prior to initiation of preliminary design, the Con- 
tractor will receive ACO concurrence in the general features of the proposed 
facility. 

Item 2. With the prior wiriten approval of the Air Force Contracting Officer, 
design, manufacture, construct and/or install test faciilties including buildings, 
building installations (mechanical and nomechanical) and items of laboratory 
and test equpment required for the altitude testing of ram jet engines as 
described in item 1 above, and as listed in Contractor’s appendix A covering 
altitude ram jet facility testing equipment dated March 23, 1956, and items 
approved by the Air Force Contracting Officer as reasonable and equivalent 
substitutions for the items so listed; provided however, that the nonseverable 
facilities authorized hereunder shall be constructed or installed on Government- 
owned or controlled land only. 


10. REIMBURSEMENT 


A. The Government will pay to the Contractor upon inspection and acceptance 
by Contracting Officer of the items or the work specified in the exhibit A, 
subject to the provisions of paragraph B of this paragraph the direct costs 
incurred in the performance of such items of work, hereinafter referred to as 
“Allowable Cost,” determined in accordance with parts 2 and 6, section XV 
of the Armed Services Procurement Regulation for items other than construction, 
and in accordance with parts 4 and 6 of said section XV for items of con- 
struction, if any. 

B. Once each month (or at more frequent intervals, if approved by the 
Contracting Officer) the Contractor may submit to an authorized representative 
of the Contracting Officer, in such form and reasonable detail as such repre- 
sentative may require, an invoice or public voucher supported by a statement 
of cost incurred by the Contractor in the performance of this contract and 
claimed to constitute allowable cost. Each statement of cost shall be certified 
by an officer or other responsible official of the Contractor authorized by it to 
certify such statements. As promptly as may be practical after the receipt of 
each invoice or voucher and statement of cost, the Government shall, except as 
hereinafter provided, make payment thereon as approved by the Contracting 
Officer. Such payment may include progress payments made to subcontractors 
or suppliers for machine tools and construction projects ordered hereunder in 
those cases where the subcontractor or supplier requires progress payments 
therefor and the subcontract or purchase agreement therefor contains a prog- 
ress payments clause approved in writing by the Contracting Officer. Such 
payment shall be an amount not exceeding 75 percent of the total of Contrac- 
tor’s allowable cost included on each such invoice. At any time or times prior 
to final payment under this contract the Contracting Officer may cause to be 
made such audit of the invoices or vouchers and statements of cost as shall be 
deemed necessary. Each payment theretofore made shall be subject to reduction 
to the extent of amounts included in the related invoice or voucher and state- 
ment of cost which are found by the Contracting Officer on the basis of such 
audit not to constitute allowable cost and shall also be subject to reduction 
for overpayments or to increase for underpayments on preceding invoices or 
vouchers. The Contractor shall repay to the Government, at any time re- 
quested, any overpayment theretofore made. In no event shall reimbursement 
aggregating more than $15,000,000 be made under this paragraph No. 10 of 
this letter contract. No reimbursement of overhead expenses shall be made 
under this letter contract, except in the event of termination hereof. 
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C. Except as otherwise provided in this contract, the cost of premium wage 
compensation, including overtime work, will be recognized in any price adjust- 
ment under the terms of this contract only to the extent approved in writing by 
the Contracting Officer. 


Mr. Courtney. 8-B is a memorandum from the Secretary of De- 
fense to the Secretary of the Air Force relating to the funding. Mr. 
Chairman, there appears to be an indistinct mark of “Confidential” 
here, but in view of the letter enclosure, all classification has been 
removed. 

(The document above-referred to is as follows :) 


Memorandum for the Secretary of the Air Force. 
Subject: Authorization of Quehanna, Pa., Ramjet Engine Test Facility. 


Reference is made to memorandum for the Secretary of Defense, subject as 
above, dated July 17, 1956, signed by the Assistant Secretary of the Air Force 
(Materiel). 

The facilities expansion proposed in the referenced memorandum is hereby 
approved. Arrangements with respect to the necessary funding should be taken 
up with the Assistant Secretary of Defense (Comptroller). 


©. E. WILson. 


Mr. Courrney. Nine, a letter, signed by Harley S. Jones, Brigadier 
General, United States Air Force, from the Director of Procurement 
in relation to an Army tank contract and other contracts, one of $63,- 
300,000, and the other of $2,200,000, with further explanations by 
Brigadier General Jones. 

(The document referred to follows :) 


HEADQUARTERS AIR MATERIEL COMMAND, 
Wright-Patterson Air Force Base, Ohio, July 20, 1956. 
WRIGHT AERONAUTICAL DIVISION 
Curtiss-Wright Corp., Wood-Ridge, N. J. 


GENTLEMEN: This letter signifies the intention of the Department of the Air 
Force to enter into contracts, over the next 3 years, with the Wright Aeronautical 
division, Curtiss-Wright Corp. for the development of the WTF-10-type engine 
with performance characteristics substantially in accordance with WAD Speci- 
fication AC 228. It is estimated that these contracts will approximate a 
cumulative total of $63.3 million. However, the continuation and rate of con- 
tracting for this program will be contingent upon progress satisfactory to the 
Air Force and upon the availability of appropriated funds. 

The initial phase of this program will be provided for in a letter contract to be 
issued by July 25, 1956, or as soon thereafter as possible in the amount of 
$2,200,000 calling for work in calendar year 1956. Contractual implementation 
providing for calendar year 1957 effort will be definitized as soon as practicable 
thereafter subject to the aforementioned condition and to negotiation and mutual 
agreement as to costs and other terms and conditions of the intended contract. 

For your further information, the Bureau of Aeronautics, Department of the 
Navy, has expressed an interest in and agreed to participate with the Air Force 
in this joint development program. You are therefore requested to cooperate 
fully with the Bureau of Aeronautics in regard to this program. 

Yours very truly, 
Har.ey S. JONEs, 
Brigadier General, USAP, 
Deputy Director of Procurement and Production. 


Mr. Courtney. Mr. Chairman, that concludes, with the addition 
of 7—A, which I think I have omitted, and which appear to me at least 
to be repetitions of previous documents, but nonetheless, they are 
enclosures; three documents: one signed by Mr. Sharp, the other by 
Mr. Wilson, and the third by Mr. Wilson, bearing dates July 17, July 


20 and July 24, relating—Sharp is the last one—relating to the 
funding of contracts referred to. 
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(The documents referred to follow :) 
Jury 17, 1956. 
Memorandum for the Secretary of Defense. 
Subject: Facilities required for Curtiss-Wright Corp. (Utica-Bend) overhaul 
of J-47 engines. 

1. Reference is made to the recent discussions concerning proposals made by 
the Curtiss-Wright Corp. and, in particular, the proposal for overhaul of J-47 
engines by the Utica-Bend Corp. 

2. In accordance with decision reached, the Air Force intends to contract with 
the Utica-Bend Corp. for overhaul of five hundred (500) J-47 engines and to 
establish overhaul capacity to the rate of one hundred (100) per month by 
July 1957. 

3. Although definite facility costs are not now available, they may exceed 
$1 million. 

4. In view of imminent Air Force commitment on this contract and in ac- 
cordance with the provisions of Department of Defense Directive 4275.2, your 
approval in principle of this facility expansion is requested. 

5. The funds required for this facility program are in excess of funds pres- 
ently programed and appropriated for fiscal year 1957, and the implementation 
of this expansion will be contingent upon the availability of additional funds. 


Dubey C. SHARP. 


Tue SECRETARY OF DEFENSE, 


Washington, July 20, 1956. 
Memorandum for the Secretary of the Air Force 


Subject: Facilities required for Curtiss-Wright Corp. (Utica-Bend) overhaul of 
J-47 engines. 

Reference is made to memorandum for the Secretary of Defense, subject as 
above, dated July 17, 1956, signed by the Assistant Secretary of the Air Force 
(Materiel). 

The facilities expansion program proposed in the referenced memorandum 
is hereby approved. Arrangements with respect to the necessary funding should 
be taken up with the Assistant Secretary of Defense (Comptroller). 


Cc. E. Wison. 


JULY 24, 1956. 


DEPARTMENT OF THE AIR Force INDIVIDUAL DETERMINATIONS AND FINDINGS— 
AUTHORITY To NEGOTIATE CONTRACT 


The Department of the Air Force proposes to enter into a contract with 
Utica-Bend Corp. for the maintenance overhaul of J-47—-CE-25/25A type aircraft 
engines. 

I hereby find that this procurement is for maintenance overhaul of five hun- 
dred (500) each J-47-CE-25/25A aircraft engines. 

I hereby determine that it is in the interest of national defense that the 
facilities of the Utica-Bend Corp. be kept available for furnishing supplies and 
Services in the event of a national emergency. 

Upon the basis of the findings and determination above, I hereby authorize 
negotiation of a contract for this procurement pursuant to section 2 (e) (16) 
of the Armed Services Procurement Act of 1947 (Public Law 416, 80th Cong.). 


Duprey C. SHARP. 
D and P 56—-16-1. 


Mr. Courrnery. Mr. Chairman, with the exception of a further 
memorandum, which is an interoffice memorandum, that completes the 
file submitted by the Department of the Air Force. 

Mr. Hépert. you care to make any comments, Mr. Hurley? 

Mr. Hurtey. Mr. Chairman, I would like to know when we could 
have a copy of those made available to us. 
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Mr. Héserr. As soon as the reporter has them. You will have to 
obtain them from the reporter. 


Mr. Fogo. (Aside to Mr. Hurley.) 


Mr. Hurry. They will be complete in the transcript? When will 
that be available to us? 


Mr. Courtney. I understand this afternoon. 
With the reservations of standard Government clauses, I would 


assume, without attempting to speak for our very efficient reporter, 
by Capital Service sometime this afternoon. 


Mr. Hépert. Do you care to make any comment at this time? 
Mr. Hurtey. No, sir. 


Hr. Héserr. No comment? 

Mr. Hurtrey. We want to reserve comment until we see the doct- 
ments. 

Mr. Hésert. I want to give you every opportunity. 

No comment? 

Mr. Hurtey. Yes. 

Mr. Héserr. Proceed, Mr. Courtney. 

Mr. Courtney. Mr. Chairman, the supplemental sheet has been 
furnished by Curtiss-Wright to more fully answer question L of the 
questionnaire. The information, which I would ask to have made 


1 part of the record, supplements the answers shown on pages 1157- 
1158 of answers to ee ee 


(The material referred to follows:) 
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Mr. Courtney. I don’t know which one of you chooses to answer 
this question. It relates only to the subject matter contained in the 
questionnaire ; whichever one is best equipped. 

Mr. Huruey. I think Mr. Dykstra is best equipped to hear from on 
that. 

Mr. Courtney. Then we will hear from Mr. Dykstra on this subject. 

Mr. Dykstra, the first question has to do with item No. 21. 

I am on page 1209. 

Mr. Héserr. 1209, members of the committee. 

Mr. Courtney. The salaries of the executives are recited as being 
salaries of Curtiss-Wright Corp. 

I would ask whether or not all of the salaries are derived from the 
Wright Aeronautical or are derived from the work done by the 
Wright Aeronautical division. 

Mr. Dyxstra. No, sir, they are not. 

Mr. Courtney. They represent, then, so we may fully understand 
the picture, the total compensation received from all sources within 
the Curtiss-Wright Corp. ? 

Mr. Dyxsrra. That is correct. 

Mr. Courtnry. The second question : 

On page 1214, if I may very quickly total, the column under “Profit 
before taxes” for the 5 years covered—the total comes out at $258,- 
812,150. 

The profit after taxes, $118,062,145. 

I also compute the total profit from military sales at being $61,917,- 
634, and the profit from commercial sales, $56,144,511. 

Mr. Miter. What page are you on? 

Mr. Courtney. Page 1214. 

I want to ask you a question with reference to the distribution of 
burden between Government contracts or military sales, as you de- 
scribe them, and commercial sales, 

There is a revised sheet on that, isn’t there ? 

If you will look at your sheet, please, the substance of it is: 

It appears that the burden attributable or distributed to military 
sales is substantially lower in proportion to the total amount of sales 
made by the company, which in turn are attributed, I take it, under 
accounting practice, to the private sales. 

I wanted to ask you the reason for the difference. 

Mr. Dyxstra. May I ask the page number again, please ? 

Mr. Courtney. Page 1190. 

Mr. Dyxstra. The burden that you refer to are the items—— 

Mr. Courtney. Overhead burden. 

Mr. Dyxstra. Specified on that page, is that correct ? 

Mr. Courtney. Yes. I may say to you—you can take almost any 
one of them, and the relationship percentagewise seems to be about 
the same. I wondered if there was some explanation of that method 
of accounting. 

Mr. Hourtey. Isn’t the answer that that is the amount that is agreed 
to by an allocation with the Air Force and allowances or disallowances 
at the time the particular transaction is entered into. 

Mr. Dyxstra. That is in effect the answer, yes. 

Mr. Hurtey. It varies from time to time. 

Mr. Dyxsrra. It does vary. 
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Mr. Courtney. Yes. Then we would understand under this prac- 
tice of accounting that the figures you distribute as burden, to be 
borne by military contracts, arise in some way, if they are different 
from your practice on commercial sales, from determination of con- 
tracts and allowance of costs by the Department of Air Force? 

Mr. Dykstra. No, that is not basically our accounting system. 

Allocation of various items of burden in general are on the basis 
of a proration between the two elements of business, that is, military 
and commercial. 

Mr. Courtney. It is because of the variance I am asking the ques- 
tion. 

Mr. Dyxsrra. Right. 

Mr. Hurtey. Mr. Counsel, these are not items of what we normally 
call burden or overhead. 

Mr. Dyxsrra. No. 

Mr. Courtney. Call them whatever you please. I will accept any- 
thing, then in the way of a name. 

Mr. Dykstra. Well, burden as we generally refer to it is manufac- 
turing expense. Basically most of these items are general and admin- 
istrative expense. But be that as it may, with respect to contributions 
and dues, for example, the amount of money that is expended by 
Curtiss-Wright is minute as compared to the overall cost of doing 
business. 

Now, there are various disallowances by the Air Force in these areas, 
disallowances having to de with incentive compensation, for example. 
The Air Force does not recognize in prices incentive compensation. 

Mr. Courtney. May I return, then, to the question, which is not by 
any means intended to suggest the answer. 

Mr. Dyxsrra. Right. 

Mr. Courtney. Because of the great variation between the applica- 
tion of these items on commercial contracts and the application of the 
same items under military contracts, are we to assume that the lower 
proportion on military contracts represents either disallowances or 
figures not agreed to or costs not agreed to in the determination of 
your military contracts ? 

Mr. Dyxsrra. Lower proportions as ascribed to the military busi- 
ness result in the main from disallowances. 

Mr. Courtney. And that would account for the difference in ratio. 

Mr. Dyxsrra. That is correct, yes. 

Mr. Hurtey. It doesn’t account for all of it. 

Mr. Dyxsrra. I said generally. Not all areas, no. 

Mr. Courtney. The question is a general question because of the 
difference. 

Mr. Dyxsrra. The answer was a general answer. There are ex- 
ceptions, of course. 

Mr. Courrney. Now a further question. With reference to most 
of these contracts—you just mentioned incentive contracts. Are any 
of the contracts which you have here fixed-price incentive-type con- 
tracts? 

Mr. Dyxsrra. No, they are not. The only fixed-price incentive 
contracts that we have are in another division of Curtiss-Wright, not 
the engine division. { 

Mr. Courtney. So all the contracts, which I had assumed, up to 
this moment are fixed-price redeterminable contracts ? 








2470 AIRCRAFT ENGINES 


Mr. Dyxsrra. That is correct. 

Mr. Courtney. Now, on the contracts which you have enumerated 
here in response to this inquiry, we are dealing, of course, only with 
production contracts. 

Mr. Dyxsrra. That is correct. 

Mr. Courtney. As to the determination or the redetermination on 
your contracts, are we to understand in going through this question- 
naire that all of the contracts referred to have been redetermined ? 

Mr. Dyxsrra. They have been redetermined through 1956. They 
are subject to redetermination on a periodic basis. 

Mr. Courtney. That is the next question. 

Mr. Dyxsrra. Beginning in 1955—and again this is general. 
There may be contract exceptions. But generally the engine division 
was on an annual pricing basis with the Air Force. 

Mr. Courtney. For all contracts? 

Mr. Dyxsrra. For all contract, with some exceptions, very few and 
very slight. 

Mr. Courtney. Let me ask you this. With respect to all contracts 
of the type upon which you have been questioned and to which you 
have responded, are we to understand that there have been annual 
or periodic redeterminations ? 

Mr. Dyxstra. That is correct. 

Mr. Courtney. During the life of the contract. 

Mr. Dyxsrra. During the life of the contract. 

Mr. Courtney. So we understand, then, that the figures repre- 
sented to us in the answers to the questionnaire are based upon the 
last redetermination, and there has been—if a contract is in existence 
over a year—more than one redetermination. 

Mr. Dyxsrra. That is correct. 

Mr. Courtney. I will ask you whether or not in your dealings with 
the Air Force you have any formula or set of cost principles in re- 
determining these contracts? 

Mr. Dyxsrra. In our dealings with the Air Force, our method 
of quoting and negotiating is based upon our total costs. 

Mr. Courrnery. Total cost companywide or total costs on military 
sales ¢ 

Mr. Dyxstra. Total cost on military sales—— 

Mr. Courtney. Specifically these are the questions. Do you have 
any agreement, contractual or otherwise, in the redetermination of 
these contracts with respect to cost allowances, as, for example, 
incentive ? 

Mr. Dyxstra. No, sir, we do not. In other words, with respect to 
incentive, we violently object, frankly, to the disallowance. We do 
not agree with the Air Force that it is a proper disallowance. And 
at all times that we enter into price redeterminations, we request 
consideration for incentive compensation. Unfortunately, however, 
it is presently not allowed. 

Mr. Courtney. We understand, then, on the contracts that were 
reported to us, the incentive which appears opposite the management 
salaries is disallowed. 

Mr. Dyxsrra. That is correct, but I must make an exception to 
clear the record. 

Mr. Courtney. All right. 
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Mr. Dyxsrra. The Air Force in 2 years allowed incentive compen- 
sation, namely 1953 and 1954, during this period, and a portion of the 
incentive compensation paid in 1955. We were advised by AMC, by 
letter from General Thurman, that the Air Force changed their pol- 
icy with respect to the allowance of incentive compensation and from 
that point duawerds that is the beginning of 1955, would no longer 
be allowed in prices. So during this 5-year period, the year 1952 was 
a year of unallowed compensation, 1953 and 1954 allowed, a part of 
1955, nothing in 1956. 

Mr. Courtney. The matter of allowance or disallowance, let’s take 
this as a specific item, is not a matter of contract, then, in any of the 
basic documents to which you have referred in your questionnaire? 

Mr. Drxsrra. It is not. 

Mr. Courtney. It is a matter of negotiation ? 

Mr. Dyxsrra. Yes, sir. 

Mr. Courtney. In determining cost allowances. 

Mr. Dyxsrra. Yes, sir. 

Mr. Courtney. Is that right? 

Mr. Dyxsrra. The ultimate result of our redetermination nego- 
tiations is a price, not a set of costs. 

Mr. Courtney. That is from your point of view. 

Mr. Dyxsrra. That is from our point of view, that is correct, not 
necessarily from the Air Force’s. 

Mr. Courtney. With respect to these contracts which have been 
referred to, just give us a general picture on the individual contracts. 
Do you have final contract documents on these contracts, or are you 
still operating under letter contracts? 

Mr. Dykstra. We have final contract documents. 

Mr. Courtney. On all of these ? 

Mr. Dyxsrra. Yes, sir. 

Mr. Courtney. So we may be confident that there is a final con- 
tractual arrangement. 

Mr. Dyxsrra. On all production contracts, they are finalized into 
definitive form. 

Mr. Courtney. Now, to just very quickly summarize, can you give 
us the items that are included in what you call general administrative 
overhead in your accounting practice ? 

Mr. Dyxsrra. Well, overhead and general and administrative are 
two different classifications. 

Mr. Courtney. Right. Take overhead first. 

Mr. Dyxsrra. What is contained in overhead is the cost of manu- 
facturing, which includes, for example, the cost of inspection in the 
plant, the cost of supplies, and cost of maintaining the plant, the 

‘cost of tooling, the cost of rearrangement—which is an everlasting 
thing as far as production of aircraft engines is concerned. 

G. and A. is composed generally of the administrative costs of op- 
erating the business, which would include some portions of the finance 
department, legal, etc.—treasury and service. 

Mr. Courrney. Let me ask you this: Do you carry the item of 
premium overtime in overhead ? 

Mr. Dyxstrra. Yes, we do. 

Mr. Courtney. I notice that in your report you state that by con- 
tract the Air Force had agreed that a maximum percentage of 8.3: 
might be allowed as premium overtime. 
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Mr. Dyxsrra. That is correct. 

Mr. Courrney. Your chart also shows—— 

Mr, Dyxsrra. Page 1180. 

Mr. Courtney. Your chart also shows that since the inception of 
that. agreement, if it was an agreement, that the premium overtime 
which you carry in overhead has not reached the maximum of 8.33 
percent. 

Mr. Dyxsrra. That is correct. 

Mr. Courtney. Can you tell us the reason for the establishment of 
the 8.33 percent ? 

Mr. Dyxsrra. The industry, in general, during the period of time 
that that agreement was in effect and was actually contained in the 
contracts then existing, was in such a position that to meet the Air 
Force requirements of the products that they needed, the lack of ma- 
chine tools, the lack of priorities in certain areas, the difficulties in 
suddenly expanding manpower requirements, and the myriad of other 
problems that were existing then, were recognized by the Air Force in 
this form, that such overtime would be necessary to accomplish their 
objectives. 

However, in order to properly control and administer, the Air Force 
insisted upon a ceiling, to which we agreed. Quite obviously, it was 
neither the intent of the company or the Air Force to expend overtime 
dollars unless actually required. 

In our particular operation, as this chart, I think, clearly shows, 
we demonstrated our ability to control that overtime, but neverthe- 
less meet the Air Force requirements. 

Mr. Courtney. So as demonstrated on this chart, the ceiling has 
— been reached, or if reached, was only maintaimed for a short 
while. 

Mr. Dykstra. That is correct. It was never reached. 

Mr. Courtney. It was never reached. 

Mr. Dykstra. Now, the other reason, actually, for this type of 
transaction, in actually contracting for overtime, was to afford an 
overall approval rather than an individual approval of the contract- 
ing officer every time a 2 or 3 overtime problem arose. 

Mr. Courtney. So that to avoid that trouble, you reached a formula 
agreement, or established a ceiling within which you could operate? 

Mr. Dyxsrra. That is right. 

Mr. Courtney. One further question, which is merely a matter of 
detail. Page 1159 gives a total of sales on the contracts which have 
been referred to, at $1,618,855,242. 

Mr. Dyxsrra. Correct. 

Mr. Courtney. Now I turn to page 1198, in which you refer to total 
sales to Government versus total sales of company. 

Mr. Dyxstra. Yes, sir. 

Mr. Covurrney. If I am correct in my addition, column 2, which is 
sales to the Government for the period in question, come to $1,875 
million, there is a difference of $200 million. 

Mr. Dyxsrra. Yes. The reason for that is that on page 1198 the 
figures contained therein are the consolidated figures of the Curtiss- 
Wright Corp. and include the sales of all the divisions, which is what. 
we understood the question to refer to. 











AIRCRAFT ENGINES 2473 


Mr. Courrney. Well, I have no quarrel with that. I merely 
wanted to know how the figures happen to be different. And what is 
the difference. 

Mr. Dyrxsrra. Page 1159 refers only to those contracts performed 
by the engine division. 

Mr. Courtney. Then the figure on page 1198 is a more compre- 
hensive figure ? 

Mr. Dyxsrra. That is right, corporately, yes. 

Mr. Courtney. Corporatewise. 

Mr. Chairman, I think those are about the only questions we had 
to ask for explanations on answers to the questionnaire. 

Mr. Héserr. I want to ask one question in connection with the 
commercial business as compared to the Government business. In the 
manufacture or the production of your commercial business, Mr. Hur- 
ley, do you use any Saversiavet facilities or tools? 

Mr. Hurtzy. Mr. Chairman, we have sufficient machines and tools 
to build all of our commercial products. “We don’t have sufficient to 
build the Government products—I am not king of engines. And 
we have an intermixing of Government and commercial, on our time 
when a piece will be made on a Government machine or a commer- 
cial machine. But we do have all the facilities necessary to conduct 
our commercial business. And we have this philosophy, sir. We 
feel strongly that we should supply facilities in our company, and 
that is why we have been spending a great deal of money. 

And each Government activity we have had: I have tried to set 
up a commercial activity and that would offset some of the disallow- 
ances from the military and allow us to build a facility to make that 
product. 

Mr. Héserr. In other words, you do not have an overlapping of 
usage of Government facilities in the production of the commercial] 
product, except that one offsets the other, in your opinion ? 

Mr. Hurtery. One offsets the other, with an exception of this kind, 
sir. On the big press which I referred to: there we wanted to buy the 
big press and we were unable to. They told us there was just no way 
it could be done. So there we have an arrangement with the Air Force 
that we bring in commercial business to keep that big press busy, and 
we pay the Air Force for that. So the Air Force’s investment is 
not standing idle. We are getting maximum utilization from it, and 
where it is used for commercial product they will pay for it. 

Mr. Héserr. The Government is reimbursed where vou use Govern- 
ment facilities ? 

Mr. Hurtery. Yes. 

Mr. Héserr. That is all. 

Mr. Courtney. Mr. Chairman, if the committee wanted to follow 
this section of the questionnaire, Government-owned property is on 
page 1212. And 1213 is the rental account. 

Mr. Hésertr. Now one other question that comes to my mind, that 
I overlooked at the time. In connection with the employment of re- 
tired military personnel 

Mr. Courtney. That is set forth. 

Mr. Hésert. That is set forth? 

Mr. Bares. Page 1190. 
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Mr. Hésert. I wanted to bring it to attention. 

Mr. Huriey. Mr. Chairman, on Government facilities I would like 
to make an observation, sir. The Goverment, I think, as you know, 
does not depreciate the facility. 

Mr. Hépzerr. I know that. 

Mr. Hurtay. The Government facilities are in there at first cost, 
and many of them are 10, 12 years old, and really should be depreciated 
by commercial practices, down to 20 percent, or what they are now on 
the books. So it has the effect of making Government facilities appear 
much more important in relation to commercial. 

Mr. Héserr, Well, you answered the question categorically. That 
is all. I just wanted to know if there was any interchange. You 
said it was offset, except in the case of the big press, where the Gov- 
ernment is reimbursed. 

Mr. Hortey. Right. 

Mr. Bares. What are these contributions or dues on page 1190? 

Mr. Dyxsrra. There is a detailed sheet, Mr. Bates. Just a minute. 

Mr. Bares. Just generally. 

Mr. Hutt. Page 1204 of the printed booklet is the detail of those, 
everything over $1,000. 

Mr. Dyxsrra. Yes. As you can see, the amounts of money are not 
material. 

Mr: Bates. Those were all allowables? 

Mr. Dyxsrra. In the main, yes. 

Mr. Hit. I also would like to comment that this is a question 
which classified originally as being a corporate question. Therefore, 
this covers the entire corporation. You will notice down here, for 
example, at the bottom, “Spun Glass Institute.” That was the plas- 
tics division. It has nothing to do whatsoever with the engine divi- 
son, and none of which was charged against the engines. 

Mr. Bares. I think we got into that question on the airframe indus- 
try, didn’t we? 

Mr. Héperr. Very extensively. 

Mr. Bares. I wonder if you would comment just briefly on the 
percentages involved here, on page 1190, and particularly in view of 
the fact that 65 percent of your work was commercial? 

Mr. Hurtey. The profit was commercial, sir. 

Mr. Bares. It seems to be quite a bit lower. Is that also because 
things have been disallowed ? 

Mr. Dyxsrra. That is right. 

Mr. Hourtey. Yes, sir. 

Mr. Dyxsrra. The percentages here actually are sixteen-thou- 
sandths of 1 percent. 

Mr. Hinz. Of 1 percent. 

Mr. Dyxsrra. So the effect on cost and/or pricing is minute. 

Mr. Bares. They seem to have been cut in half as the business 
expanded, too. So you spread those items over a larger figure? 

Mr. Dyxsrra. That is right. 

Mr. Hurury. Mr. Bates, you asked a question here about cost. 
I have a staff whose job it is to see that we are reducing overtime, 
we are reducing contributions, we are reducing advertising, we are 
reducing power. We have a constant effort in that direction and 
we can show you the results of our effort over 5 years on any item, sir. 

Mr. Bares. I can see it right here on 1190. 
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I have no further questions. 

Mr. Héserr. In connection with advertising, institutional advertis- 
ing or recruitment advertising—is that charged against your contract ? 

Mr. Dyxsrra. Yes, sir. The military does not allow advertising 
other than the items you have mentioned ; namely, some small amounts 
for trade journals, and so forth, and employment recruiting. 

Mr. Hurtey. Mr. Chairman, may I comment on that ? 

Mr. Heperr. Yes. 

Mr. Hurtey. You noticed in the Sunday Times and other papers 
a lot of very unusual display advertising. 

Hr. Héserr. That is what I had reference to. 

Mr. Hurtey. Curtiss-Wright is conspicuous by its absence. I have 
no part of that. 

Mr. Héserr. What is your experience in connection—with your 
recruitment programs and your employment of engineers and scien- 
tists ? 

Mr. Hurtey. I can speak for that, sir. 

We had no difficulty hiring the people that we wanted. If you will 
look at our advertising—we will be glad to show you one. We did 
an unusual type or kind of advertising. We put an ad out oceasion- 
ally, one advertisement, maybe a quarter of a page, and we direct it 
to people in all walks of life. Instead of getting the usual reply of 
5 or 6 that you get from the classified ads, those occasional ads of 
ours, that would come out maybe 6 months apart—we get replies in 
the order of six, eight hundred or a thousand people. We would have 
replies from general managers of companies, vice presidents, con- 
trollers, engineers—all sorts of people. We build up a backlog of 
these applications. Then when we want people, we go back to those 
letters and look for them. 

Mr. Héserr. What is your turnover in engineers / 

Mr. Hurtey. The turnover in engineers is rather high because we 
have what I call the jumpers, the man who works with you long 
enough to get some training and then he represents himself as quali- 
fied and looks for a little more money somewhere else, and then he 
does the same thing all over again. 

We have tried to stop that with incentive compensation, by paying 
him some incentive compensation and distributing it over a 5-year 
period so if he tried to jump, he was going to lose this incentive 
compensation. 

We felt incentive compensation was a very necessary thing to help 
us reduce costs and improve engineering. Unfortunately, the Air 
Force didn’t agree with that and they disallowed it. 

Mr. Héserr. What is your percentage of turnover, Mr. Hurley / 

Mr. Hurtey. I can’t answer it to you direct, but I will get it for 
you, sir. 

Mr. Héserr. Well, as my recollection serves me, I think the air- 
frame industry is about 18 

Mr. Courtney. Seventeen percent. 

Mr. Heéserr. Seventeen percent turnover. 

Mr. Huruey. Four percent, sir. 

Mr. Héserr. Four percent. 

Mr. Hvrtey. It is much lower than the west coast experience. 

The other thing we have done, sir, is we have vmod our retire- 
ment plan so we can hire people in the bracket of 50 years of age, 

94707 O—57——8 
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and still give them some retirement. We have looked for the older, 
more experienced man, that for some reason or other was in a position 
he was unhappy with or out of a job or some other reason. 

Mr. Héserr. You do have your retirement plan to include those 50 
and over ? 

Mr. Hurry. I believe our top is 58. 

Mr. Heésert. Fifty-eight? 

I think that is very revealing: 

Mr. Hurtey. Yes, sir. 


We have the experience in our export division of hiring a comp- 
troller who retired from another company at 65. He has been with 
us for 5 years, and he is one of the best comptrollers we have, and 
he has earned his money again and again. e is happy. 

Mr. Dykstra. As a matter of fact, he was comptroller of J. C. 
Penny Corp. 

Mr. Héserr. I am approaching that age, and I just wanted to know. 

Mr. Hirt. Unfortunately, he is not in our retirement plan. 

Mr. Osmers. Mr. Chairman, I just wanted to make an observation 
there. 

I have introduced several bills and resolutions in Congress which 
have for their purpose to end discrimination in employment for the 
reason of age. I am very happy to have one of our large companies 
come in here and show that they have an enlightened policy with 
regard to older workers and that it is producing results. Pthink they 
are to be commended for that. I didn’t know they had such a 
program. 

Mr. Hurtey. May I make one other comment on incentive com- 
pensation / 

Mr. Hesert. Yes. 


Mr. Hvurtey. It has been lost to the president and chairman of the 
company, Mr. Hill. I am down as having gotton $200,000 incentive 
compensation last year. Mr. Hill came in and gave me my check 
and says, “Well, this is one you are not going to cash.” It was zero. 
It all went into taxes. 

So it has lost its incentive to the chairman of the board and the 
senior members. But it is of vital importance to the executives down 
below. It gives them something—if he should die, for example, his 
wife has this little incentive compensation coming for 4 or 5 years. 
So I feel very strongly it should be allowea for companies, but there 
are two philosophies and there is nothing we can do about it. 

Mr. Hess. What are your starting salaries for young engineers 
who are graduates of colleges with bachelor degree / 

Mr. Dyxsrra. They vary, depending upon the type of engineering 
skill. It may vary bet ween $425 and $475, I think. 

Mr. Hess. What, with a master’s degree ? 

Mr. Dyxsrra. A master’s degree is $600 to $625 a month. 

Mr. Hess. About $125 or $150 difference ? 

Mr. Dyxsrra. That is correct. 

Mr. Hurtey. This is one other thing I think you should know on 
engineering : : 

We are the only aircraft company that has an engineering assistance 
agreement with the Hawker-Siddley group in England and the Bristol 
group. We draw on them. So, in effect, we get engineering work 
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from that organization, on the development of components and things, 
that we don’t have to spend money for here in the United States. 
One of the things we are able to do to solve some of these problems : 
With these Studebaker-Packard contrac ts, there was a requirement 
that we were able to fill by drawing on the work that was done in 
engineering in Germany and to make it available to help on the con- 
ditions that existed in Studebaker- Packard. 
Mr. Héserr. Any further questions, members of the committee ? 
No further questions, Mr. Courtney ’ 
Mr. Courrney. No questions on the answers to the questionnaire 
Mr. Hésert. Thank you, gentlemen, very much. 


Mr. Hurley, you understand the situation as related to the Stude 
baker-Packard matter ? 


Mr. Hervey. Yes, sir. 

Mr. Hesert. The committee is at your disposal whenever you care 
to make comments. 

Mr. Huriey. Thank you. 

We are preparing the data, and we will know by Monday how soon 
we can have the data that you asked for. 

Mr. Héserr. It is at your convenience. 

Mr. Hurry. Thank you. 

(The data referred to follows :) 
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CURTISS-WRIGHT CORPORATION 


WOOD-RIDGE, NEW JERSEY 


August 23, 1957 


The Honorable F. Edward Hebert, Chairman 
Sub-Committee for Special Investigations 
Committee on Armed Services 

House of Representatives 

Washington, D. C. 


Dear Mr. Hébert: 


We are presenting herewith the 
additional data requested by the Committee. For 
convenience it has been printed and is available in 
additional quantities if you desire. 


Because of the Committee's 
interest in cost reduction we have avoided theoretical 
recommendations and have drawn on accomplished 
facts to demonstrate to the Committee a practical 
approach to cost reduction. 


Sincerely yours, 


nn 


Roy T. Hurley 





AIRCRAFT ENGINES 2481 


Cost Reduction Recommendations 


All of us recognize the advances which have occurred in the field of 
aeronautics. These technical advances must continue at a rapid rate 
if our country is to maintain air superiority. We seem to realize that the 
continuing development of manned aircraft and the new field of guided 
missiles and other weapons have created great demands for qualified 
engineering research and development skills. But too often, we fail to 
realize the relationship which must exist between developing a new 
product and having the manufacturing capability to produce it at a 
price we can afford to pay. 


This capability to manufacture at low cost requires the availability 
at all times of modern machine tools and facilities to shape and form 
new and tougher materials which cannot be processed over obsolete 
equipment except at excessive cost in time and money. 


Because of the low profit margins experienced by the aircraft in- 
dustry, military contractors have not been able to justify to their stock- 
holders the substantial and continuing investment required for new 
tools. Furthermore, the rapidity with which these tools become obsolete 
in the aircraft industry has not been properly recognized by current tax 
laws which do not allow depreciation rates commensurate with actual 
rates of obsolescence. Low profit margins and inadequate depreciation 
rates discourage private investment in facilities. 


The result is an aircraft industry faced with the alternatives of 
either investing its own or borrowed capital in facilities it needs but 
cannot justify from a business standpoint, or waiting until after engi- 
neering prototypes have been proven — and a production contract is 
awarded — for the government to release a facilities contract. Under 
present procurement policies and procedures which restrict profit mar- 
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gins, and do not fully recognize depreciation cosis, the government has 
unfortunately had to furnish the tools all too often. Another alternative 
is for the contractor to find an excuse to acquire excess government 
facilities, with the hope of having these facilities available and thereby 
having a preferred position when production contracts are awarded. 


The serious effect of relying upon government-furnished facilities 
is readily apparent. Since a facilities contract is usually not awarded 
until after receipt of a production contract, lead times between the start 
of product development and delivery of production quantities are 
greatly extended. Today, we as a nation cannot afford the luxury of 
wasting valuable time and money in this way. 


The aircraft industry can be strengthened by encouraging it to 
invest its own funds to provide and keep modern the facilities needed 
to delivery quality products, on time and at lower costs. To justify its 
investment in these facilities, the aircraft industry must be permitted 
to earn a reasonable profit and must be allowed adequate depreciation 
rates fully recognized in the price of its products. Modern machine tools 
can lop at least 20 to 30% off product costs — an amount far in excess 
of the increase in profit margins and depreciation rates required to en- 
able our government to cash in on real cost reductions. 


Curtiss-Wright, to encourage such cost reduction by the aircraft 
industry has — under Air Force sponsorship — carried out extensive 
investigations of cost reduction methods as applied to machine tools. | 
am attaching a copy of the first of three books which were made avail- 
able to industry, and it is requested you include in the record the re- 
duced costs experienced with the development of the automatic lathe 
for the machining of pinion gears. I would like to make special reference 
to the paragraph on Page 78 referring to “‘Overall Gains’’. (See pages 
6, 7 and 8) Similar advances can be made in all areas of production 
provided the manufacturer is encouraged. 
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145 PINION BLANKS per hour come off this 
50-hp. automatic lathe. Cutting time is 8 sec 
and cycle time is 21 seconds, floor to floor. 




















Ce ee yl a ee ee 
CUTTING SPEEDS, fpm., for 1005 rpm 
| | 
| 
| 
| | 
| ra | 
| | 
| 

| 
i 
i 
| 
| | 
| | 
i ; 
| ee ee ee ee 
TEN TOOLS operating on two slides simulta- to 205 fpm at the smallest diameter. Feed is 
neously turn, face and chamfer all surfaces. .O15 in. per rev. Tool number 6, operating at 


Cutting speed ranges from 950 fpm maximum 825 fpm average, has the limiting tool life. 


GETTING THE MOST OUT OF MACHINES AND TOOLS 75 
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300 rpm and high-speed stee! tools produced 1000 rpm and carbide tools produced this 
this piece. Finish is about 500 microinches. piece. Finish is 200 microinches or better. 


GETTING THE MOST OUT OF MACHINES AND TOOLS 77 
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oversee production at a glance, noticing 
whether or not cycle time is constant and 
observing the rate of power increase with 
tool dulling. Unusual power increases, as 
shown on the graph, may indicate some 
machine failure not immediately apparent 
to the operator, and can forestall serious 
damage. Interruptions to production, also 
shown on the graph, would require 
explanations. 


Metallurgy 


No significant differences in machin- 
ability were found between the two steels 
tested (SAE 8620 and SAE 4028). Tool 
life increased considerably when salt-bath 
annealing was used in preference to pro- 
duction normalizing. 

Hot-rolled barstock is induction-heated 
to 2200° F at one end for the upsetting 
(forging) operation. The other end remains 
cool. After forging, the following alterna- 
tives were investigated: 

l. Production normalize: Heat entire 
piece to 1775° F, 1% hours to attain tem- 
perature, 2 hours at temperature to assure 
complete transformation into austenite and 
to promote grain growth. (This assumes 
parts had been random-cooled after forging 


and subsequently reheated.) Furnace cool 
to 900° F in 4 hours for slow transforma- 


tion; then air cool. Structure is about 75% 
ferrite and 25% pearlite uniform grain size 
throughout, with some banding. This holds 
for both 8620 and 4028 steels. 






= ? 
’ 
. 
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NORMALIZING requires 3/2 hrs. furnace time 
at heat; 4 hrs. cooling time to produce uniform 
grain size and eliminate harmful banding. 
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FORGING is performed at 2200°F while the 
other end remains cold. The hot end transforms 
into austenite forming large grains while the 
cold end retains its as-rolled structure. Salt- 
bath annealing at 1200°F transforms the 
austenite into ferrite and pearlite maintaining 
large grain size and uniform distribution. Note 
banding and grain size at the cold end. —> 


2. Salt-bath anneal: From the upsetter 
immerse immediately into 1190° F salt 
bath for 45 minutes, water dip, then air 
cool. This causes isothermal transforma- 
tion at minimum time and assures uniform 
cooling throughout. Microstructure is like 
(1) but slightly coarser due to its higher 
temperature of formation. This process not 
only improves tool life but also eliminates 
much rehandling and furnace cost. 


Overall Gains 

Production is now obtained on this one 
lathe equal to that formerly obtained in 
two operations with seven conventional 
machines, tooled with high-speed steel and 
operating at 300 rpm. Heat treatment has 
been reduced from 7% hours to 45 minutes, 
and two complete operations have been 
eliminated. Surface finish has been im- 
proved from 570 microinches (half a thou- 
sandth) rms. to 250 microinches or less at 
the slowest cutting speeds, and from 340 
to 90 microinches at the highest speeds on 
the two machines. Higher speeds reduce 
built-up edge tendency, and greatly reduce 
work-hardening at the work surface, which 
impairs the subsequent finishing operations. 


> 
a4 
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hs 
AS * 
SALT-BATH ANNEALING utilizes forging heat, 
and requires only 45 minh. in the brine tank, 
and the resulting structure is much coarser. 
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The recognition of our work by the industry is reflected by letters from: 


a. 


ge 


C. E. Mines, Chief, Engineering Services 
Allison Division, General Motors Corporation 


. E. W. Wecker, General Foreman 


Buick Motor Division, General Motors Corporation 


. C. L. Sadon, Manufacturing Engineer 


Aircraft Gas Turbine Division, General Electric Company 


. I. R. Hoyser, Aircraft Nuclear Propulsion Project 


General Electric Company 


. H.R. Bruer, Methods Engineer 


Westinghouse Electric Corporation 


. E. J. Krabacher, Research Engineer 


Cincinnati Milling Machine Company 


. J. P. Bunce, Project Engineer 


Kearney & Trecker Corporation 


. B. M. Jones, Jr., Assistant Purchasing Agent 


Lodge & Shipley Company 


. D. W. Trinklein, Plant Metallurgist . 


Chrysler Corporation 


. Harry Kifor, Process Engineer 


Canton Forge Division, Ford Motor Company 


. Norman F. Snyder, Head of the Tool Engineering Section 


General Motors Institute 


. N. A. Lamberti, Purchasing Agent 


McCulloch Motors Corporation 


These are a few of the letters indicating the broad acceptance of 
our work and the fact that the benefits derived from this work are broad- 
ly spread across industry. You will note that many of these letters came 
from machine tool builders whose products are distributed to all indus- 
try. Curtiss-Wright has shared this know-how and knowledge with all 
government contractors for the asking. 
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ALLISON DIVISION 


GENERAL Motors CORPORATION 
INDIANAPOLIS 6, INDIANA anne 
18 June 1952 


IN REPLY REFER TO 


Wright Aeronautical Corporation 
Division of Curtiss-Wright Corporation 
Wood-Ridge, New Jersey 


Attention: Mr. W. G. Lundquist 
Chief Engineer 


Gentlemen: 


1. I have examined a reprint enlarged from microfilm, 
of a book entitled, "Increased Production, Reduced 
Cost Through a Better Understanding of the Machining 
Process and Control of Materials, Tools, Machines" 
which was published by your company as a result of 
work done for the Air Materiel Command under contract. 
Much of the information to be gained from this highly 
valuable report is lost through the deficiencies of 
photographic reproduction process from the microfilm 
and we are very desirous of obtaining if possible a 
copy of the printed and backed edition of the report. 


2. Any suggestion which you can offer in helping 

us to obtain one or two copies of this book, and if 
still available copies of the first report published 
in 1950 under this same program, your cooperation, 
will be indeed appreciated. 


Very truly yours 


ALLISON DIVISION 
General Motors Corporation 


Cc. E. Mines 
Chief, Engineering Services 
CEM: mhs 
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BUICK MOTOR DIVISION 


General Meteors Corporation 


FLINT 2,MICHIGAN 
co, 


VALVE-IN-HEAD STRAIGHT EIGHT 
i) j 


July 26, 1951 


Curtiss-Wright Corporation 
Woodridge, New Jersey 


Dear Sir: 


I would lixe to have a copy of your book on 
"Increased Production, Reduced Costs, Control of 
Materials, Tools, and Machines." 


I feel that the information contained in 


this book will be very valuable to me on the J-65 
Engine. 


Yours very truly, 


Ernest W. Wecker 
General Foreman 

Tool & Cutter Division 
Buick Motor Division 
Building #08 

Flint 2, Michigan 


db 3 Cnreetlllilecher 
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GENERAL @® ELECTRIC 


COMPANY APPARATUS DEPARTMENT 


AIRCRAFT GAS TURBINE DIVISIONS 


920 WESTERN AVENUE, west LYNN 3, MASS. - TELEPHONE tY 3-6000 





July 14, 1951 


Curtiss-Wright Corporation 
Wood-Ridge 
New Jersey 


Gentlemen: 


I had the privileged opportunity to attend MIT's summer 
session course on Metal Cutting, given by Dr. M. C. Shaw. 


Realizing now how very little is known by the average 
Tool Engineer or Foreman when it comes to the exact Science 
of cutting metals, I would like to probogate the information 
I gained through a series of lectures. I believe that your 
book "Increased Production=-Reduced Costs =< Through Better 
Understanding of the Machining Process and Control of Mater~- 
ials, Tools, Machines" is an ideal textbook for such a course. 


What arrangement could I make to obtain about thirty of 
these books to be used for such a purpose. 


Very truly yours, 


Charles L. Sadon 
Manufacturing Engineer 


+ 
(Vega LNW 
Aircreft Ges Turbine Division 
CLS/1jd 
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GENERAL @® ELECTRIC 


COMPARY 
AIRCRAFT NUCLEAR PROPULSION PROJECT 


POST OFFICE 8OxX 132 e CINCINNATI 15, OHIO @ TELEPHONE VALLEY 7400 


April 24, 1952 


The Commancinz General 
Air Material Command 
Wright-Patterson Air Nase 
Ohio 


Attention: MCPRKS - 4/JJC 


Please arrange to have forwarded 2 copies of the U. S. air | 
Force Machinability Reports, 1950 - 1952 together with any 
supplements to the writer, c/o General Electric Co, ANP 

Project, Building D - E~6, Bax 132, Lockland 15, Ohio, 


There is no question but that the information in the reports 
will be of extreme value to us in solving the problems encoun- 
tered in manufacture of parts for this project. Mr. Velsh of 
the Cincinnati A.F.M.C. Office was kine enough to loan me a 
copy which convinced us of the need, 

Your early co-operation will be greatly appreciated. 


Yours very truly, 


I, R, Hoyser 


IRHirs 
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WESTINGHOUSE 
ELECTRIC CORPORATION 


May 6, 1953 


Curtiss Wright Corporation 
Wood-Ridge, New Jersey 


Dear Sir: 

Today I had the pleasure of looking at your United States 
Air Force Machinibility Report Volume II which you recently sent 
to our Mr. P, EB. Cowan. 

At present I am engaged in determining the best feeds, speeds 
and grades of carbides for machining jet engine alloys here in our 
shope 

I feel that Volumes I and II would be definite help to me on 
this project. 

Would you please send me theese volumes or information as to how 


I may obtain them? 


Very truly yours, 


UA Loner 


H, R, Bruer 

Methods Engineer 
Department 40 

95th & Troost 

Kansas City, Missouri 
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THE CINCINNATI MILLING MACHINE Co. 


MACHINE TOOLS FOR MILLING, BROACHING, 
GRINDING, LAPPING, CUTTER SHARPENING 
Mar’ venue 


CINCINNATI: 9:OHIO:-U'S A 


CABLE ADDRESS “MILLING” 


August 19, 1953 


Mr. R.T. Hurley 
Curtiss-Wright Corporation 
Wood-Ridge, New Jersey 


Dear Mr. Hurley: 


We here at The Cincinnati Milling Machine 
Company have followed with great interest the material 
presented in Volume 1 of the United States Air Force 
Machinability Report. We consider it to be a genuine 
source of information, most useful among our staff 
members as a ready reference on sound machining practice. 


It was our good fortune to secure four copies 
of Volume 1 of the U.S. A.F. Machinability Report. These 
were carefully distributed among those staff members 
most closely associated with the problem of machinability. 
We should like to be able to supplement these with copies 
of Volume 2 of the U.S. A.F. Machinability Report. 


At the suggestion of Mr. John Kahles, I am 
writing in the hope that you may be able to supply us 
with four copies of Volume 2. These would be carefully 
distributed and most gainfully put to use. 


Yours very truly, 


OV hre backer 


E.J. Krabacher 
Research Engineer 


if 
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KEARNEY SO TRECKER 


CORPORATION 





MILWAUKEE 14, Wis.,U. S.A. 


December 15, 1950 


Curtiss Wright 
Woodridge, New Jersey 


Attention: Public Relations Department 


Gentlemen: 


We have just had an opportunity to review e publication entitled 
“United States Air Force Mechinery Ability Report of 1950." This 
is a remarkable piece of literature on the subject and embraces 


many factors involved in machining which ordinarily must be obtained 
from many different sources. 


Since we are involved daily in problems similar to those explained 
to some length in this report, we wovld appreciate it very much if 
you could forward two copies of this report to the writer; one for 
his personal use, and the other for the use of Mr. Garth Courtois, 
head of our Special Machine section. 


We appreciate your cooperation in this respect, and ask that you 
bill us for any charges involved in forwarding this report to us. 
Very truly yours, 


KEARNEY & TRECKER 
Corporation 


J. - aa 
JPB:mm Project Engineer 


’ 
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THE LODGE & SHIPLEY COMPANY 


3055 COLERAIN AVENUE 


By WILLIAM L. DOLLE 
Cc ° A 2 - (s . PRESIDENT & GENERAL MANAGER 
> > ’ 
ence a dy, wo vice ouitibet-eheaee prenucre 
J. HERBERT MYERS 
PHONE KIRBY 4774 VICE PRESIDOENT- MACHINE TOOL S&ES 
RALPH W. MILLER 
SECRETARY & CONTROLLER 
June 9, 1955 . 


CABLE A008ES55 
“LODGESHIPLEY 





Curtiss-Wright Corp. 
Wood Ridge, 
New Jersey 


Attention; Mr. R. T. Hurley 
Gentlemen ; 

Please send us two copies of United States 

Air Force Machinability Report, Volume II. We have 
copies of the 1950 Report and find it quite valuable. 
Mark shipment for attention of the writer. 

Yours very truly, 

THE LQGE & SHIPLEY COMPANY 

Condon Ue. 


Asst. Purchas ir 





Barton M. Jones, Jr./K t 
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CHRYSLER CORPORATION 
Detroit 34, Michigan 


Feb. 15, 1952 


Curtis-Wright Corporation 
Wood=-Ridge, 
New Jersey 


Gentlemen: 


I have had the opportunity to read both volumes you have 
published to date on machinability. Nowhere in the literature 
have I found as clear and direct approach as you have presented. 


This information has been extremely useful to me, since 
our plant is engaged in a large amount of machining. 


Would you please inform me how I might acquire both of 
these volumes, 


Very truly yours, 
CHRYSLER GEAR & AXLE PLANT 
x Tackle 
mld W. Trinklein 
pwt/vp Plant Metallurgist 
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Ford eter Company, 


CANTON, OHIO October 16, 1951 FACTORY AND GENERAL OFFICES 


DEARBORN, MICHIGAN 


Mr. Re Ze Hurley 
Curtiss-Wright Corp. 
Wood Ridge, New Jersey 


Dear Sir: 

The machinability research program that was carried out 

under your supervision has been a great contribution to the 
application of metal cutting. 

My purpose in writing this letter is to obtain all the 
publications that have been issued on this program and I also 
would appreciate any new publications that might be issued 
in the future. 


Thank you in advance for any consideration in the matter, 


Bong Ke 


Process Engineer 
FORD MOTOR COMPANY 
Canton Forge Division 
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GENERAL MOTORS INSTITUTE 


FLINT 2, MICHIGAN 
July 28, 1953 


Curtiss-Wright Corporation 
Wood-Ridge, New Jersey 


Att: Mr. R. T. Hurley, President 


Dear Mr. Hurley: 


I have a copy of the first book released from the Machinability 
Research Program, entitled “Increased Production — Reduced Cost -—- 
Control of Materials, Tools and Machines", This information has proven 
to be an important teaching aid in my program of Tool Engineering for 
General Motors student engineers, 


I understand that since this publication, however, two other books 
have been written and released for use. 


Please advise as to the availability and cost of these books, 


Yours very truly, 





Industrial Engineering Department 


S:bem 
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August 25, 1952 


Curtiss-Wright Corporation 
Woodridge 
New Jersey 


Gentlemen: 
We were recently favored with a copy of "Increased Production, 
Reduced Costs, Etc." (Report PBLO6657) prepared by your company. 
We have found this book to be extremely helpful to our company. 
Is it possible for us to secure two additional copies of this 
publication? It would be sincerely appreciated if you would for- 
ward these to the attention of the writer. Thank you. 
Respectfully, 
MC CULLOCH MOTORS CORPORATION 
A Ache a 


N. A, Lamberti 
Purchasing Agent 
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The cost to our government for operation of their present military 
procurement organizations represents a large and growing segment of 
annual appropriation requirements. We believe that this stems from 
the numerous, complex and cumbersome procurement regulations and 
practices which have been developed, and under which the various 
military services and the contractor are forced to operate to produce 
defense products required to maintain our combat-readiness at all times. 


If the military services are given more freedom of action in the 
use of funds appropriated to them and are held accountable for the 
end result of such use, we believe that the cost of government procure- 
ment activities, as well as contractor costs incurred as a result of these 
activities, can be greatly reduced. 


To comply with present procurement regulations and practices, 
government contracting personnel have been forced to resort to price 
negotiation techniques which discourage the interest of capable con- 
tractors in government business, delay the development and delivery 
of adequate weapons of high quality and reliability, and increase the 
cost to the taxpayer of vitally needed weapons. 


In industry, a contractor’s incentive for entering a particular new 
commercial field is that he can increase his profits by producing a better 
quality product for the same price as his competition, or a product of 
equal quality at a reduced cost to his customer. 


This is not recognized when a contractor provides his development 
and manufacturing skills and his facilities and capital for government 
business. Improved quality and lower costs than his competition results 
only in less profits because of formalized procurement procedures and 
detailed analyses of costs, the disallowance of many normal costs of 
doing business and the almost rigid application of inadequate profit 
margins to what are considered allowable costs. This negotiating tech- 
nique does not differentiate between the low-cost producer of high 
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quality products and the high-cost, inefficient producer of poor quality 
products. As a result, the low-cost producer has a negative incentive for 
doing business with the government. Under present negotiating meth- 
ods, the more effort a contractor exerts to reduce costs, the less profit 
incentive he is awarded for his effort. 


The military services have statutory authority to allow up to 15% 
profit before taxes on research and development work and 10% profit 
before taxes on production contracts of cost-plus-a-fixed-fee types. 
These statutory limits have effectively been further reduced by Armed 
Services Procurement Regulations and individual Service procure- 
ment instructions and policies to between 5% and 10% before taxes, 
or between 242% and 5% after taxes. Under the Armed Services Pro- 
curement Act, no statutory prohibitions exist as to profits allowed 
under contract types other than cost-plus-a-fixed-fee. 


Despite the authority available to the military services, we find 
that under present procurement policies and practices, the kind of 
cost analysis and negotiating methods intended for review of cost re- 
imbursement type contracts has been extended to virtually all contract 
types, without adequate consideration of contractor risks and without 
recognition of the basic incentives for which a contractor is willing to 
take such risks. 


More confidence, authority, freedom of action and responsibility 
should be placed upon the contracting officer and the contractor. The 
numerous reviews and counter-checks of their actions at successive 
levels of command are duplications of effort and should be sharply 
reduced. Prudent management, general competitive conditions and the 
use of sound judgment on the part of the contracting officer should 
be relied upon to reduce costs. Wider use should be made of firm fixed 
price and incentive type contracts, permitting substantial profit re- 
wards for substantial cost reductions. 
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We are convinced that, in such an environment, the inefficient, 
high-cost, or poor quality producer will not long exist. We are also 
convinced that the use of sound business practices in procurement by 
the military services will enable a stronger aircraft industry to provide 
more and better products sooner and at lower cost for the defense of 
our country. 


In concluding, we recommend that a new section of the Armed 
Services Procurement Regulations be written and used that encourages 
and gives management recognition via the profit route for efficiency, 
low cost, and high quality. You will note that the example quoted from 
the book, “Increased Production and Reduced Costs” definitely proves 
that increased quality will come with low costs. The illustrations on 
Page 77 demonstrate this fact. 


The cost savings indicated by the machinability reports have 
been accepted by industry as reflected by the letters cited herein, and 
afford the opportunity for other military contractors to accomplish the 
efhciency and cost reductions which we have demonstrated can be 
done with our own funds. But government acceptance is lacking in that 
Armed Services Procurement Regulations do not provide for proper 
recognition of these benefits. Cost reductions will not materialize in the 
desired amount if the net result is a reduction in the already small 
amount of profit allowed on government contracts, precluding invest- 
ment of funds needed for more efficient and modern machine tools and 
other facilities. 


Also, Government agencies, buyers and negotiators should be 
discouraged from treating taxes as an item of profit in negotiating con- 
tracts. The attached reprint from the Hearst newspapers clearly and 
effectively describes the tax burden of the average American. The re- 


duction of this tax burden is a good and sufficient reason for cost 
reduction. 
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In 1955, I became interested in the expansion of our activities through 
the interchange of information with Daimler-Benz A.G. of Stuttgart, 
Germany, one of Europe’s very large and successful automotive and 
Diesel engine manufacturing companies. I had in mind a three-cornered 
arrangement whereby Curtiss-Wright and Daimler-Benz would ex- 
change information dealing with aircraft engines and Curtiss-Wright, 
Daimler-Benz, and Studebaker-Packard Corporation might work out 
an arrangement mutually satisfactory to all concerned in the auto- 
motive, truck and bus field. 





As these talks progressed with Daimler-Benz, it was not surpris- 
ing that Curtiss-Wright Corporation was approached to see whether 
such an arrangement could be enlarged, so that Curtiss-Wright Cor- 
poration with its capital and experience could assist in performing 
certain defense contracts held by Studebaker-Packard Corporation be- 
cause that company lacked necessary management, working capital and 
facilities money, and was generally in financial difficulties. Curtiss- 

Wright Corporation heeded this request and devoted several months 
in trying to work out a plan to take over the Studebaker-Packard de- 
fense contracts, conserve large defense facilities, save Studebaker- 
Packard from bankruptcy, keep 30,000 people employed by Stude- 
baker-Packard, its dealer organization and suppliers from losing their 
jobs, reassure a million Studebaker-Packard car owners that their 
automobiles still had good value, and give hope to 120,000 stock- 
holders that their company had a fair chance of survival. 


In the spring of 1956, I made a personal tour of inspection of 
the physical properties of Studebaker-Packard as follows: 


Grand Boulevard Plant, Detroit, Michigan 
Mt. Elliott Plant, Detroit, Michigan 

Conner Plant, Detroit, Michigan 

Utica Plant, Utica, Michigan 

Studebaker Main Plant, South Bend, Indiana 
Chippewa Plant, South Bend, Indiana 


The Studebaker-Packard Corporation activities were scattered 
throughout 19 million square feet of floor space at the above locations. 
The automobile production required approximately 5 million square 
feet of floor space. It was decided to consolidate this at South Bend for 
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the maximum conservation of assets and to get the maximum reduction 
in operating costs. The important space, from the defense point of view, 
consisted of approximately 3,000,000 square feet of space, 1'/ million 
located at Utica, Michigan in modern buildings, including 21 jet engine 
test cells, and approximately 1% million square feet of floor space 
in a modern air conditioned plant known as the Chippewa plant at 
South Bend. At this plant there were also some 20 engine test cells. It 
was decided to move the entire defense production into these two 
modern plants with the test facilities described above, so as to give 
the Government the maximum benefit of low cost operation and 
efficiency. 


Studebaker-Packard owned Aerophysics Development Corpora- 
tion, Santa Barbara, California outright. The company, a talented 
organization, was working on the Dart missile under an Army Research 
and Development contract. Its operations were scattered throughout 
more than 21 locations in Santa Monica and Santa Barbara including 
a hotel, and it was not only highly inefhcient but the company was 
under constant criticism by the Department of Defense because of 
the difficulty of maintaining security requirements. Aerophysics had 
started the construction of a new building in Santa Barbara to house 
its entire operation. Studebaker-Packard had agreed to put up the 
money for this construction. In the summer of 1956 the future of 
Aerophysics looked doomed because of the lack of capital to go forward. 


Studebaker-Packard’s J-47 engine production contract had been 
completed in the summer of 1955, and the Government was making 
substantial claims against the company arising out of this contract for 
a refund of $13,000,000. Studebaker-Packard was indebted to a 
syndicate of nineteen large banks and four insurance companies to 
the extent of approximately $55,000,000, and the company was losing 
money by the millions. By the middle of 1956, it had suffered a loss 
for the first half of 1956 of about $95,000,000, of which $35,000,000 
was an operating loss. Studebaker-Packard was looking in every direc- 
tion for $30,000,000 to $45,000,000 of new capital. In early March 
of 1956, Studebaker-Packard had talked with Curtiss-Wright about 
their difficulties but nothing came of these talks. After several months 
-of study by Curtiss-Wright to find a way to preserve the Defense De- 
partment’s mobilization base, Curtiss-Wright finally proposed to ad- 
vance approximately $35,000,000 to Studebaker-Packard upon 
certain conditions which Curtiss-Wright believed necessary for the 
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rehabilitation of that company and the preservation of the business and 
the defense facilities. Curtiss-Wright proposed to do the following 


things: 
(1) 


(2) 


(3) 


(4) 


(6) 


(7) 


(8) 


Form a wholly owned subsidiary with the necessary 
capital to carry out the defense part of the program, to 
be known as Utica-Bend Corporation. 


Have this subsidiary lease Studebaker-Packard’s Utica 
and Chippewa defense plants for 12 years at a total 
rental of $25,000,000, to be paid in advance. 


Have this subsidiary take over all Studebaker-Packard’s 
defense contracts except those that were about to run out. 


Have this subsidiary purchase from Studebaker-Packard 
its work in process and its non-obsoleie inventory selected 


by Utica-Bend Corporation but not to exceed $8,000,000. 


Curtiss-Wright would purchase from Studebaker- 
Packard the capital stock of Aerophysics Development 
Corporation and pay Studebaker-Packard the amount 
of mdney put into that corporation by Studebaker- 
Packard, to wit, $1,800,000, to assume defense con- 
tracts and to complete the construction of its new build- 
ing in Santa Barbara at Curtiss-Wright’s expense. — 


Curtiss-Wright would enter into an Advisory Manage- 
ment contract for a period of three years, under which it 
would advise Studebaker-Packard in all of its areas of 
operation. 


Studebaker-Packard under the agreement would grant 
Curtiss-Wright an option to purchase 5,000,000 shares 
of unissued common stock at $5 per share at any time 
within two years from November 2, 1956. 


All this provided it received the support of the Depart- 
ment of Defense in the amounts Curtiss-Wright required 
to maintain the defense facilities and to attain the suc- 
cessful and economical operation of these plants. 


By this means, Curtiss-Wright would put approximately $35,- 
000,000 of its own money into Studebaker-Packard thereby providing 
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it with needed working capital, relieve it of the burden of maintaining 
two large defense plants, take over its loss production contracts and 
provide it with experienced management. 


The banks and insurance companies, on the basis of these pro- 
posals, agreed to extend their loans for a period of three years without 
any payments of principal in the meantime. 


Throughout the negotiations with the Defense Department, 
Curtiss-Wright made it perfectly clear that to succeed in the above 
program and to justify it in committing itself to place $35,000,000 
into Studebaker-Packard, a very large amount of new business was im- 
perative. It was made equally clear by the Defense Department at the 
time that there was a very large requirement for the kind of procure- 
ment suitable for production in the Chippewa and Utica Plants. 


All the negotiated agreements and letter contracts finally agreed 
upon were signed on or before the 6th of August, 1956. Utica-Bend was 
capitalized at $4,500,000 and Curtiss-Wright lent it an additional 
$25,000,000 which was turned over to Studebaker-Packard as rent 
for the two properties in question. Curtiss-Wright also agreed to furnish 


additional capital to Utica-Bend, up to the amount of $15,000,000. 


The threat of legislative inquiries in the Studebaker-Packard pro- 
gram which have appeared in the newspapers from time to time have 
caused the branches of the Government to be so cautious in their 
dealing with us that it is becoming a burden. 


In response to the Committee Chairman’s request for data rela- 
tive to certain military contracts received by Curtiss-Wright Corpora- 
tion since the date of the Studebaker-Packard agreement, you are 
advised as follows: | 


1. The value of the contracts assigned to the Utica-Bend 
Corporation from the Studebaker-Packard Corporation amount to 
$63,649,000. Of this amount one contract was for 5,037 2'/2 ton 
trucks, with a value of $36,077,000, and the J-57 Ford Motor 
Company purchase orders, amounting to approximately $19,000,- 
000, comprise the major items. The remaining $8,000,000 was 
made up of a large number of small contracts. 


I 
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2. New defense contracts related in any way to the 
Studebaker-Packard negotiations have been received by Utica- 
Bend Corporation from various military services since August 6, 


1956 in the amount of $95,138,878. 


The details of these contracts are as follows: 


(a) 


(b) 


(c) 


(d) 


(e) 


(f) 


Contract DA-20-018-ORD-15755—5,047 2'/2ton Army 
trucks. 
Amount: $40,612,347. 


Contracts DA-20-018-ORD-14400 and 14401 — Pro- 
duction of Army Dart Missiles. 
Amount: $19,852,881. 


Contract AF33( 600 )-33631 — Air Force Facilities Con- 
tract for the Production of J-S7 Engine Components. 
Amount: $12,000,000. 

On this contract approximately $5,000,000 will be un- 
expended and returned to the Government. 


Contract NOBS73758 — Navy Diesel Engine Conversion 
Kits. 

Amount: $4,895,919.20. 

Contract NOBS73759 — Navy Diesel Engine Overhaul! 
and Modification. 

Amount: $7,202,407.73. 


The remaining 260-odd contracts that account for the 
balance of the $95,000,000 consist of spare parts for 
Navy Diesel engines, overhaul of Navy Diesel engines, 
Army truck spare parts, engineering services, overhaul 
of J-47 aircraft engine for the Air Force, etc. 


In addition to the direct military contracts mentioned 
above, approximately $20,000,000 in new additional 
sub-contracts for the production of J-57 engine parts 
was received from the Ford Motor Company. 


1 and 2(a) Contract DA-20-018-ORD-14580—5,037 2% ton 


Army trucks. 


Contract DA-20-018-ORD-15755 — 5,047 2’2 ton Army 


trucks. 


The Army was about to award a contract for 5,037 2% ton 
trucks to Studebaker-Packard Corporation. This contract had not 
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been placed because of Studebaker-Packard’s financial difficulties. It 
was proposed by the Army that the contract for these trucks be awarded 
to Studebaker-Packard, but with a proviso that it would be assigned 
to Utica-Bend Corporation for performance and that Studebaker- 
Packard be a sub-contractor for the assembly only. 


Accordingly, on August 30, 1956, this contract for the amount 
of $36,077,000 was awarded to Studebaker-Packard and on Septem- 
ber 25, 1956, it was assigned to Utica-Bend. In addition to that, con- 
tract negotiations have been concluded for 5,047 additional trucks, the 
performance on the first 5,037 trucks having been eminently satis- 
factory to the Army according to all standards. 


Curtiss-Wright recommended the removal of the 24 ton truck 
line from the Chippewa plant to the Studebaker main plant at South 
Bend in order to bring costs in line and increase efficiency. This was 
finally deemed to be in the best interests of the Government, and a 
facilities contract in the amount of $750,000 was awarded to Utica- 
Bend to relocate the facilities. This move left the Chippewa plant wholly 
available for jet engine work. It became necessary to develop new 
sources of supply for certain of the major components of these trucks 
because previous Studebaker-Packard sources were unsatisfactory due 
to high cost, poor delivery performance and mediocre quality. 


2(b) Contracts DA-20-018-ORD-14400 and 14401—Production of 
Army Dart Missiles. 


On September 21, 1956, a letter contract was received by Utica- 
Bend from the Army which outlined a formal production contract for 
the Dart missile, which had been developed by Aerophysics Develop- 
ment Corporation. A definitive contract has now been received by Utica- 


Bend in the amount of $19,852,881.00. 


2(c) Contract AF33(600)-33631 — Air Force Facilities Contract 
for the Production of J-S7 Engine Components. 

In the spring of 1956, Studebaker-Packard had undertaken the 
production of J-57 engine parts at the Grand Boulevard plant in De- 
troit under a sub-contract with Ford Motor Company, which held a 
prime contract with the Air Force in excess of $200,000,000. 


Curtiss-Wright’s study and analysis of the Studebaker-Packard 
operations under its various defense contracts disclosed that overhead 
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was being incurred at the rate of 2910% of direct labor and that direct 
labor utilization amounted to only 11% efhciency. Under these condi- 
tions, Studebaker-Packard was failing to meet required military sched- 
ules by a wide margin. 


To salvage the production of parts under the J-57 program, 
Curtiss-Wright entered into a facilities contract with the Air Force to 
re-locate the Government owned machine tools and equipment in the 
modern air conditioned Chippewa Plant at South Bend. In addition to 
the Government owned machine tools and equipment, it was necessary 
for Curtiss-Wright to invest its own funds (approximately $800,000) 
in machine tools and equipment required to implement the Govern- 
ment owned items, These machine tools and other equipment were 
purchased for cash from Studebaker-Packard and were relocated at 
the Chippewa plant. 


The Studebaker-Packard purchase orders from Ford were can- 
celled with the consent of all parties, and Curtiss-Wright entered into 
a new sub-contract with the Ford Motor Company and assumed the 
production and tooling responsibilities that Studebaker-Packard pre- 
viously had with Ford. Curtiss-Wright also purchased from Studebaker- 
Packard all utilizable production materials and inventories for cash. 
The new contract was entered into on a CPFF basis until the end of 
1957, after which time all new procurement will be on a fixed price 
basis. 


In October, 1956, the re-location of Government and Curtiss- 
Wright owned facilities was started. There were over 1100 major ma- 
chine tools and a mass of related equipment and raw materials, parts 
in process and tooling to be disassembled, crated and transported ap- 
proximately 200 miles to South Bend and reassembled. 


Despite the obstacles involved, machine tools were in place and 
production resumed in January 1957. 


The Defense Department and the Air Force had advised Curtiss- 
Wright during the summer of 1956, that the production required from 
the J-57 facilities in the Chippewa plant would approximate $60,000,- 
000 per year for 3 years, in accordance with the planning schedules 
then in being. 
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A letter trom Mr. John Dykstra, Vice President, Ford Motor Com- 
pany, to Mr. Roy T. Hurley, President, Curtiss-Wright Corporation, 
dated August 3, 1956, is quoted in part as follows: 


“We have been informed by the Air Force that it will order 
from us certain J-57 engines during its fiscal year 1957, in 
addition to those engines presently on order, and it is our 
intention in such event to negotiate with you during that 
period purchase orders for parts for such engines in the 
amount of approximately $34,000,000. As requested by the 
Air Force, where these purchase orders provide for deliveries 
during the period from August 1, 1956 through December 
31, 1957, they will be on a cost-plus-a-fixed-fee basis. How- 
ever, any purchase orders which provide for deliveries sub- 
sequent to December 31, 1957, will be on the fixed-price 
basis hereinafter stated. 


Subject to receipt of orders from the Air Force for J-57 en- 
gines in accordance with its plans as disclosed to us, we intend 
to negotiate with Utica-Bend Corporation additional purchase 
orders for J-57 parts on the fixed-price basis hereinafter stated 
in the approximate amount of $108,000,000 during Air 
Force fiscal years 1958 and 1959, subject to the possible re- 
arrangement of Air Force prime contracting and subcon- 
tracting source patterns for the J-57 program.” 


We have now been advised by the Ford Motor Company and the 
Air Force that the J-57 parts requirements have been drastically re- 
duced, and very little additional parts will be required from the Utica- 
Bend plant as a result of the Air Force phaseout of Ford as a J-57 
engine builder. We expect the Defense Department to provide other 
business to replace the lost J-57 production. 


2(d) Contract NOBS73758 — Navy Diesel Engine Conversion Kits 
and Contract NOBS73759 — Navy Diesel Engine Overhaul and 
Modification. 


The Navy was using approximately 500 Diesel engines which 
had been manufactured by Studebaker-Packard Corporation under a 
Navy contract. These engines were in use in mine sweepers. This 


Packard Diesel engine was the most advanced in its class in the United 
States. 
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The Navy required certain changes and modifications to these 
engines as a result of their operating experience. Since it was ques- 
tionable how much longer Studebaker-Packard could continue in busi- 
ness, the Navy was interested in Utica-Bend taking over its contracts 
with Studebaker-Packard for the modernization of its engines and for 
the manufacture of spare parts. The Navy was also interested in Curtiss- 
Wright’s pending agreement with Daimler-Benz relative to Utica-Bend 
Corporation’s manufacturing and distribution of Daimler-Benz Diesel 
engines. These engines are the most advanced Diesel and multi-fuel 
engines in the world and would be made available for military as well 
as commercial application. 


It was necessary to relocate the Navy owned facilities from the 
Grand Boulevard plant to Utica-Bend’s Michigan plant. Curtiss-Wright 
invested its own funds and purchased from Studebaker-Packard the 
necessary additional equipment and machine tools to perform the Navy 
contracts. 


2(e) The remaining 260-odd contracts that account for the balance 
of the $95,000,000. 


Studebaker-Packard at Utica, Michigan had manufactured J-47 
engines from 1951 through 1955 under a license from General Electric. 
Inasmuch as Studebaker-Packard had been one of the original manu- 
facturers of this engine it was not unusual for the overhaul to be placed 
in the same plant. A contract was negotiated by Utica-Bend and the 
Air Force for the overhaul by Utica-Bend of 500 J-47 engines during 
the 1957 fiscal year. Furthermore, it activated a defense facility and 
created a second competitive source for the J-47 overhaul. It was re- 
quired that Utica-Bend’s overhaul schedule would increase from five 
engines a month in January, 1957, to 100 a month in June, 1957, 
and the program anticipated orders for the overhaul of 100 engines a 
month during the 1958-1959 fiscal years subject to satisfactory per- 
formance, availability of funds and competitive prices. 


The Air Force in October of 1956 provided Utica-Bend with an 
amount not to exceed $1,300,000 for additional facilities required for 
the overhaul of these engines. 


The first 500 engines are being completed in accordance with 
contract requirements and competitive bids are now in process of being 
prepared for more overhauls by Utica-Bend. 
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The Committee Chairman in this connection made the unwar- 
ranted statement, Page 71 of the Record, as follows: 


“Mr. Hebert: ‘Mr. Dykstra, don’t you know as a matter of fact 


it cost the taxpayer $25 Million to switch that contract or part 
of it? ...’ 


‘Mr. Hebert: ‘I said it cost the taxpayer $25 Million and if 
Mr. Gavin will be very patient during the development of this 
testimony he will find out exactly the figures’.” 


No such proof was ever offered nor could it be because the facts 
are as follows: 


(1) The cost of plant rearrangement incurred by the Utica- 
Bend Corporation to provide for the establishment of the J-47 
overhaul line was $474,000. This amount is included in the 
price of the engines. It was expressly understood, by mutual agree- 
ment between this company and the Air Force and by the contract 
provision, that no profit will be allocated to this plant rearrange- 
ment cost. Curtiss-Wright provided the plant space required to 
perform this contract with its own funds in accordance with its 
lease agreement with the Studebaker-Packard Corporation. 


(2) The Air Force awarded the Utica-Berid Corporation 
Contract No. AF33(600)34105 for the acquisition of additional 
facilities required for the J-47 overhaul in the amount of $1,300,- 
000 without profit to Curtiss-Wright Corporation. Of this amount 
only $876,000 has been committed and expended. To furnish the 
additional facilities and equipment not furnished by the Air Force 
under this contract, it was necessary that Curtiss-Wright invest 


$500,000 of its own funds. 


The foregoing clearly records the entire facts and it is requested 
that the Committee take the proper action to correct the record. The 


sum of $25 Million bears no relationship to the J-47 overhaul contract 
whatsoever. 


The Committee introduced into the record letter contract 
AF33(600 )-33637 with a face value of $20,000,000. This contract 
was to cover facilities in support of ram jet engine testing at the Curtiss- 
Wright Research and Development center at Quehanna, Pennsylvania. 
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This contract resulted from a proposal made by Curtiss-Wright 
Corporation Engine Division on April 5, 1956, The reason for the 
proposal was the then-existent Air Force requirements for the de- 
velopment, test, and production of ram jet engines. It was an integral 
part of the program proposed by Curtiss-Wright Corporation and was 
necessary to support other phases of the program. 


The Air Force has provided funds, in the amount of $249,403.40 
under this contract, but no further expenditures have been authorized 
and the Air Force has advised, due to a change in requirements result- 
ing from the cancellation of certain missile projects, no further funds 
will be released under this contract. 


The Committee has introduced into the record a letter of intent 
from Brig. Gen. Harley S. Jones to the Wright Aeronautical Division 
of the Curtiss-Wright Corporation, dated July 20, 1956. The proposal 
to the Air Force from the Engine Division, from which this letter of 
intent originated, was dated April 5, 1956. 


The Air Force, in accordance with this letter of intent, entered 
into a contract with Wright Aeronautical Division in the amount of 
$2,200,000. We have been advised by the Air Force that requirements 
no longer exist for this specific engine and, consequently, the possibili- 
ties of further contracting are remote. 


The data contained in this booklet, and the attachments hereto, 
submitted to your Committee for the record concludes Curtiss-Wright’s 
presentation. 


Mr. Heésert. The committee will stand in recess until Monday at 
10 o'clock. 

Mr. Courtney. Monday at 10 o'clock. 

(Whereupon, at 12:03 p. m., the subcommittee recessed, to recon- 
vene at 10 a. m., Monday, July 29, 1957.) 
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WEDNESDAY, AUGUST 14, 1957 


House or REPRESENTATIVES, 
Hovust ArMED Services CoMMITTEE, 
SUBCOMMITTEE FOR SPECIAL INVESTIGATIONS, 
Washington, D.C. 


EXECUTIVE SESSION 


The subcommittee met at 10 a. m. in executive session, Hon. F. 
Edward Hébert presiding with the following members of the subcom- 
mittee present: Leon H. Gavin, L. Mendel Rivers, Paul Cunningham, 
William H. Bates, Frank C. Osmers, Jr., George P. Miller. 

By unanimous consent the subcommittee authorized the subcom- 
mittee proceedings No. 4, entitled “Replies to Questionnaires on Air- 
craft Engine Production Costs and Profits,” being pages 701 through 
1874 of the printed record of the subcommittee, be released for 
publication. 





